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STATE OF MICHIGAN

JENNIFER M. GRANHOLM OFFICE OF THE GOVERNOR JOHN D. CHERRY, JR.

GOVERNOR LANSING LT. GOVERNOR

February 11, 2010

My Fellow Citizens:

Michigan is a state in economic transition. The old Michigan economy is gone, and we are moving
to a new economy that requires knowledge, speed and efficiency.

Our economic plan continues to be creating jobs by diversifying our economy, educating children
and adults for 21 century jobs and entrepreneurship, and helping people as they make the difficult
transition from the old economy to the new.

The Fiscal Year 2011 Executive Budget recommendation helps facilitate our transition to the new
Michigan economy. We will continue to cut spending. We are attacking the state’s structural deficit
and creating a smaller, nimbler state government more suited for the 21 century. We will
restructure an antiquated tax system. And we will continue investing in job creation, education and
assistance for those who need it most.

I have cut more state spending than any governor in Michigan history, having resolved more than
$10 billion in deficits since 2003. This budget includes more than half a billion dollars in
additional cuts.

However, cuts alone cannot create the economic growth and jobs that Michigan needs. We must
invest in the things most critical to attracting business investment. Despite state revenues that
continue to decline, my budget recommendation maintains per pupil funding for K-12 education at
the same level as in the current state budget. It also maintains funding for universities and
community colleges at present levels, because these institutions play a critical role in educating and
training our citizens for the new Michigan economy.

I am also restoring the Michigan Promise scholarship, converting it to a new, refundable $4,000 tax
credit available to any student who completes a college degree and works for one year in Michigan.

And although general fund support for the No Worker Left Behind and Michigan Nursing Corps
programs has been eliminated, federal and other state support will continue to fund these and other
critical career education and retraining programs.

My budget recommendation also maintains our commitment to protect Michigan’s most vulnerable
citizens. Medicaid provides children, the elderly and the disabled with basic physical and mental
health services. In this tough economy, more children are at risk for abuse, so we will increase
support for child protective services. Revenue sharing payments to cities, villages and townships,
which support police and fire services, are maintained at current levels. And this budget maintains
funding for Michigan State Police troopers at their present strength.
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While continuing to address annual budget deficits, we must also attack the state’s long-term
structural deficit. Last month, I outlined 29 changes to state and local governments and our public
schools to reduce costs and improve efficiency. My proposal included difficult, but necessary
changes to retirement and health care benefits for state employees. With state revenue at the lowest
level in 45 years, Michigan has to continue to reduce the size and the cost of the state workforce. My
proposals will encourage eligible state employees to retire, and also reduce the state’s employee
health care costs.

Finally, we must modernize Michigan’s outdated tax system. Michigan’s sales tax was designed
more than 40 years ago when most consumer spending was for the purchase of goods. Today, the
purchase of services accounts for more than 66 percent of consumer spending. I am recommending
that the existing sales and use tax rates be lowered from 6 to 5.5 percent while expanding the sales
and use tax to consumer services. This additional revenue would go to the School Aid Fund to
ensure we have the funding necessary for our children to receive the world-class education they need
to compete in a global economy.

I also am calling for the elimination of the Michigan Business Tax surcharge. The surcharge will be
cut in halfin 2011 and completely phased out in 2012. The Michigan Business Tax was never
designed to include a surcharge, and its elimination, along with additional phased reductions in the
Michigan Business Tax gross receipts tax rate, will help Michigan businesses to better compete,
invest and create jobs.

We also can create jobs and boost tourism by continuing our award-winning Pure Michigan
advertising campaign through a new fee on rental cars as successfully implemented in other states.
Tourism is one of the economic sectors we’ve been working to grow, and the Pure Michigan
campaign has produced a solid return on investment: for every dollar invested in the ads, Michigan
gets back $2.23 in state tax revenues from tourists spending money here.

This budget reflects critical changes that we must make in state government: cut spending, fix the
state’s structural deficit, reform government and restructure our tax system. With this budget, we
have prioritized investment in what’s most important to the people of Michigan: creating jobs,
educating our children and protecting the most vulnerable in our state.

This is the path forward for Michigan. By following it, we can survive the economic storm that
presently engulfs us and make the transition to a new Michigan economy for the 21* century. If our
children and grandchildren are to inherit a better Michigan, we must act now to transform our
economy, our government and our tax system. With courage, strength and determination, we will
do so.

Sincerely,

Jennifer M. Granholm
Governor
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MICcHIGAN’s PATH FORWARD

Fiscal Year 2011 Executive Budget

Governor Jennifer M. Granholm’s 2011 Executive Budget continues her administration’s
efforts to move Michigan forward with investments in education and comprehensive
reforms that will help to address the current and future needs of nearly ten million citizens.
This budget is focused on ensuring that our citizens’ most important priorities - education,
jobs, health care and protecting families - remain our collective pledge.

We are at a critical point in our state’s history. Michigan’s economy has undergone a
fundamental transformation. Nearly a million jobs have been lost since the last decade began.
Two of our major automotive companies have entered and emerged from bankruptcy. Other
businesses continue to struggle in the midst of a prolonged national recession.

Michigan is not alone in facing these profound challenges, however, and is just one of many
states dealing with the impacts of the worst economic downturn since the Great Depression.
The National Governors
Association and the National * These are the worst numbers we’ve ever seen in the decades of putting
Association of State Budget together this report. States have been forced to lay-off and furlough
Officers (NASBO) report that employees, raise taxes, drain rainy day funds and sharply cut state
states face $256 billion in spending ...~

budget gaps between fiscal
years 2009 and 2011, largely Scott D. Pattison, NASBO Executive Director, referring to The

brought on by drastically Fiscal Survey of States published in November 2009

reduced tax revenues.

And, yet, it is during this time of protracted economic crisis that the demand for state services is
most critical.

Balancing the state budget in the face of falling state revenues, and the increased demand for
services has been a foremost challenge. Governor Granholm has repeatedly cut spending,
implemented efficiencies and enacted reforms to protect critical services. Even with these
efforts, the state budget continues to present an on-going challenge.

Federal recovery assistance has stabilized the state budget in the short-term, and will
continue at a reduced level in fiscal year 2011. These one-time resources will eventually run
out, however, and the action policymakers take with respect to this budget will dictate how
Michigan moves forward in the absence of these federal resources in the future.

Governor Granholm, in her final budget, presents aggressive reforms that continue her
commitment to education and provide for long-term savings to address the fiscal challenge and
preserve the priorities that matter most to citizens.
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This budget provides solutions that further reduce spending, implement additional government
reforms, restructure an antiquated tax system, and help businesses to be more competitive. It
provides for necessary investments in education to ensure our children’s future and to prepare
our citizens for new careers.

Michigan’s Budget Challenge

Michigan has experienced unprecedented revenue declines in the wake of the national
economic recession. Since 2002, state revenues adjusted for inflation have fallen by over
41 percent. General fund

revenues in nominal terms Inflation Adjusted GF-GP Lowest Since 1965
have fallen back to 1991
levels, and, when adjusted for $18.0 - 1999
inflation, are consistent with $16.0 1 $14.88
revenue levels last seen in 1965 $140 1
- a 46 year low. 2 :zz

= 580 -
Even as the national economy $6.0 / jpow -
begins to show preliminary s40 1~ | g6.88 $7.08
signs of recovery, experts s20 {
indicate Michigan will $0.0 T T T T T T T T T T T Y T T T T T T T T T T T
not recover as quickly or & & .\093\ R S° 8% P ,\ojb<D & ,\&« ,L@° ,L@n" ,596 ,b@q
completely as other states e et T s01os 3311 ar e 201D G evrs.
due to the significant

transformational changes that have occurred to our economy. Consequently, state revenues are
expected to continue to lag at these sharply reduced levels for a prolonged period.

At the same time, unavoidable spending pressures continue, largely reflecting the demand

for services from those citizens most directly impacted by the economic recession. Increased
numbers of people eligible for Medicaid, growing family assistance caseloads, along with rising
health care costs and pension obligations all contribute to the budgetary pressures.

Governor Granholm has taken significant steps to address Michigan’s on-going budget
challenge. Forty-seven executive directives have been issued to limit state spending. Over $10
billion in budget deficits have been resolved. General fund expenditures are nearly 34 percent
below the rate of inflation during the period from 2001 to 2010.

Eight prisons, 10 corrections camps, 6 residential care facilities and a state hospital have been
closed. Five departments have been eliminated, including the Department of History, Arts and
Libraries. Nearly 300 obsolete state boards and commissions have been trimmed, and support
for the State Fairs in Detroit and Escanaba has been discontinued.

The Department of Corrections has achieved nearly $600 million in savings and reforms,
lowering the prison population largely due to a successful Michigan Prisoner Re-entry Initiative
that is helping to reduce costly recidivism.

OVERVIEW
A-2 Michigan’s Path Forward



o,

The state workforce has over State Workforce at Lowest Level Since Early 1970's

10,300 or 17 percent fewer 70000 FrEyn
employees than it did in 2001,
and now has the lowest number
of employees since 1973.
Employees have contributed
over $650 million in economic
concessions, including unpaid
days off, increased health
insurance premiums, and
deferred pay, while workloads

h ave incre ase d State Classified Employment Averages Fiscal Years 1970-71 through 2008-09

Many of the recommendations of the Legislative Commission on Government Efficiency have
already been adopted or are being implemented, including significant cost saving reforms in the
areas of health care, employee benefits, service consolidations and operational efficiencies.

Additionally, over $71 million in surplus state property has been sold. Lease savings of

$157 million have been achieved, and over 600,000 square feet of state office space has been
consolidated. Energy usage in state facilities has been reduced by 23 percent. Contract savings
have been negotiated with vendors. Enhanced recovery efforts have been implemented to
combat fraud and abuse of state programs and to collect delinquent tax obligations. And,
additional revenue has been provided through business and individual tax changes.

Despite all of these efforts, a budget imbalance remains that will not be completely resolved in
this budget cycle or with a strategy that relies solely on a one-sided solution. It will require a
comprehensive set of solutions - both short-term and long-term ~ to resolve this problem while
continuing to meet the needs of Michigan’s citizens.

The fiscal year 2011 budget presented today is balanced, and should be supported with the
confidence that it takes a fundamental step forward in addressing the budget challenges that
remain. It offers stability for our schools so they can stay focused on the task of educating
children. It provides for reforms that will make government more efficient and cost effective
for the taxpayer in the long run, and through tax changes and restructuring, it creates a more
conducive environment for businesses to grow and create jobs.

State Revenue Forecasting and Spending Limits

tate law requires two revenue estimating conferences each year, typically held in mid-

January and mid-May. Conferees include the State Treasurer and the directors of the Senate
and House fiscal agencies. The conferees agree on baseline revenue estimates for the current
year and the upcoming fiscal year for both the general fund and the School Aid Fund. The
January conference provides the revenue estimates for the Governor’s budget recommendation
presented in February. For fiscal year 2011, the conferees project combined general fund and
School Aid Fund revenues that total $17.4 billion, a decline of $839 million or 4.6 percent from
fiscal year 2009.

OVERVIEW
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Michigan has a constitutional State Revenues are $7.8 Billion Below the

provision that limits revenue growth Constitutional Revenue Limit
from year to year. Michigan’s Billions

constitutional limitation - commonly $00 $02

known as the Headlee amendment i u R S -
- has been in place since 1978. The S06 U U U U U U
Headlee amendment limits annual $24
-$7.7 -$7.8
-$8.9

-$3.9 542 44 -$42
growth in state revenues to a level 849 553 547

that cannot exceed the year-to-year

growth in personal income. This limit

is intended to ensure that the state’s 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 201l
overall revenues, both tax and non-tax
revenues, do not grow faster than the
incomes of Michigan’s citizens.

January 2010 Consensus

It is anticipated that state revenues for fiscal year 2011 will be $7.8 billion below the
constitutional revenue limit. This gap has grown as a result of the economic downturn
and is anticipated to widen further as currently enacted tax changes take effect in the next
several years.

Fiscal Year 2010....Where We Stand

Like other states, Michigan’s current year budget has relied heavily on economic recovery
revenues provided by the federal government through the American Recovery and
Reinvestment Act. This unprecedented assistance, over $11.4 billion at last count, has come in
the form of traditional formula programs, competitive grants, direct assistance to business and
individuals, targeted investments in infrastructure and new technologies, and fiscal relief for
state government and schools.

In fiscal year 2010, the general fund is supported with $1.1 billion in economic recovery
revenues. Likewise, the School Aid Fund is bolstered by $450 million that has helped to keep
teachers in the classroom.

The budget for the current year also contains spending cuts totaling over $1.2 billion, resulting
from dramatic reductions to mental health services, local revenue sharing, college scholarships,
K-12 education and other important programs supporting state and local services.

As a result of the support from the federal government and the aforementioned reductions,
both the general fund and the School Aid Fund are balanced in the current year. No action is
necessary at this time to reduce the current year spending plan. Revenues and expenditures
will be closely monitored during the remainder of the year and should the fiscal calculus
warrant, adjustments will be proposed.

OVERVIEW
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Fiscal Year 2011 Executive Budget Recommendation

he January Consensus Revenue Estimating Conference projected revenues will be $6.97
billion for the general fund and $10.48 billion for the School Aid Fund in fiscal year 2011.

As a result of unavoidable spending pressures and revenue projections that assume only
modest growth from sharply reduced levels, the fiscal year 2011 budget begins with a
combined general fund and School Aid Fund gap of $1.5 billion.

Fiscal Year 2011 Revenue and Spending
($ in millions)
School Aid
GFI/GP Fund Combined

Beginning Balance 334 $79 $113
Consensus Revenues $6,968 $10,481 $17,449
Revenue Sharing Savings $427 $0 $427
Use Tax - 2009 PA 106 $355 $0 $355
Interfund Transfers $45 $30 $75
Federal Aid to Schools $0 $1,863 $1,863
Total Revenue Estimate $7,829 $12,453 $20,282
FY 10 Current Law Spending $8,128 $12,824 $20,952

Baseline Spending Adjustments
Corrections Prison Increases $26 $0 $26
Replace FY 2010 Federal Stimulus Revenue $1,057 $0 $1,057
FY 2011 ARRA Funding (one quarter) ($208) $0 ($208)
Community Health Baseline ($184) $0 (3184)
Human Services Caseload/Costs $118 $0 $118
Federal Matching Rate Adjustments ($232) $0 ($232)
Employee Economics $140 $0 $140
Other Cost Adjustments $71 $39 $110
Total Baseline Spending Estimate $8,916 $12,863 $21,779
Projected Funding Gap ($1,087) ($410) ($1,497)
Spending Reductions and Reforms $566 $0 $566
Revenue Adjustments and Reforms $12 $562 $574
FY 2011 Federal Stimulus (two additional quarters) $514 $0 $514
Total FY 2011 Funding Surplus $5 $152 $157

This budget assumes $722 million for three quarters of federal recovery assistance that can
be used to close this gap in fiscal year 2011 via an increase in the Federal Medical Assistance
Percentage (FMAP) rate. Only one quarter of funds is presently guaranteed; funding for the
additional two quarters are included in President Barack Obama’s proposed fiscal year 2011
federal budget that is currently before Congress.
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The Governor’s budget proposes a number of comprehensive reforms and spending reductions,
as well as the restructuring of an antiquated tax system to address the remaining budget
shortfall. The Governor calls on the Legislature to give these critical reforms their quick
attention in order to bring stability to schools and to avoid delay in implementing reforms that
will generate long-term savings.

Transforming the Way Government Does Business

First, the Governor’s budget recommendation builds on efficiencies already implemented,
including new reforms in the areas of corrections, employee benefits and pensions, health
care, government operations and the budget process.

. The budget reforms state and public school employee pension obligations in order to
constrain costs and achieve savings of $7.8 billion over 10 years by:

- eliminating vision and dental coverage for future retirees;

-- requiring employee contributions to help offset growing pension obligations;

— capping employee participation in the defined benefit retirement plans at thirty
years, and thereafter transferring employees to a defined contribution plan;

— modernizing the retirement system for new public school employees by combining
the benefits of the traditional defined benefit and defined contribution plans into a
new hybrid plan that will provide long-term savings to schools;

- introducing a phased retirement option whereby an eligible employee can retire and
receive pension benefits while continuing to work reduced hours for a limited period
of time;

-- providing a modest incentive for employees eligible to retire;

- limiting the number of new hires to permanently downsize state government.

. Recently negotiated employee concession agreements will implement additional long-
term reforms. New employees hired after April 1, 2010, will assume an even greater
share of health insurance costs under the new State Health Plan. The Governor also
proposes that the Civil Service Commission allow schools and local governments to
participate in this new cost-effective state plan.

. The budget assumes the elimination of the 3 percent salary increase due in fiscal year
2011 for non-exclusively represented employees, contingent upon approval of the Civil
Service Commission on February 10, 2010. This elimination impacts approximately
27 percent of the state workforce.

. The Governor recommends sentencing reforms that will result in a reduced prisoner
population, the closure of additional facilities and further operational efficiencies.
These reforms reinstate a form of sentencing credit for good behavior and allow for
reinstatement of community residential programs, a less costly alternative to prison
incarceration for carefully screened offenders. The Governor recommends consideration
and passage of House Bills 4497, 4498 and 4499 that implement these reforms.

OVERVIEW
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. The recommendation continues implementation of child welfare reforms in the
Department of Human Services to improve services for children and families, including
hiring additional protective service caseworkers to ensure child safety. Eligibility for the
foster care, adoption subsidy and subsidized guardianship programs will be extended
from age 18 to 20. Upgrades to the child welfare information technology system will
support outcome-based case management. With this recommendation, the Governor has
committed over $166 million to these improvements over the last four years.

. This budget restores the
Michigan Promise, converting it

to a new refundable $4,000 tax “Our limited resources are further diminished by a state
credit for those who complete government that was designed in the 1960’s. And that has
their degree and work for one to change.”

year in Michigan. Also, the

Michigan State Police Survivor Governor Jennifer M. Granholm
Tuition Program is consolidated =~ January 29, 2010

with other scholarship programs
in the Department of Treasury.

. The Governor’s budget ends pharmaceutical immunity and allows Michigan
residents to bring suit against a drug manufacturer for injury caused by a Federal Drug
Administration approved pharmaceutical. Due to a 1996 law, Michigan is the only state
that shields drug manufacturers from product liability. Settlement revenues generated by
beneficiary lawsuits would offset Medicaid costs.

. A new Office of Health Services Inspector General is established to audit and investigate
health care providers and Medicaid beneficiaries suspected of misusing Michigan’s
Medicaid program, with recoveries used to help offset medical services costs.

. A total of $5 million in additional lottery revenue is generated for the School Aid Fund
via expanded advertising, airport sales and more efficient claimant procedures. These
funds are in addition to $38 million in new revenues from the Powerball game that was
recently introduced.

. The budget further streamlines state government by implementing Executive
Orders 2009-45 and 2009-55 that combine the departments of Natural Resources
and Environmental Quality, and the departments of Information Technology and
Management and Budget.

. The consolidation of school services is recommended in order to reduce district
operational costs, including: requiring competitive bidding on contracts; establishing
statewide contracting and procurement consortiums; requiring sharing of non-academic
services; improving the binding arbitration process; and allowing local governments and
schools access to the state’s new health care plan.

OVERVIEW
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g The Governor also proposes budget process reforms to ensure the state budget is enacted
on time, within available revenues, and that all spending, whether via the budget or tax
code, is consistently reviewed by the Legislature. Specific reforms include:

-- instituting a 2-year budget beginning with fiscal year 2012;

-- requiring a June 30 deadline for completion of all legislative action on the budget,
including the passage of all legislation needed to implement the budget;

-- requiring a two-year sunset for all tax expenditure credits; in the year that the
Legislature is not enacting a budget, the Governor and Legislature would
review, reauthorize or revise tax expenditures in a manner similar to the
appropriations process;

-- instituting a “pay as you go” provision for all budget and tax expenditures and
additional disclosure regarding the fiscal impacts of legislation;

-- requiring book closing of the previous fiscal year by December 31, and incorporating
more long-term forecasting and additional major spending areas into the revenue
consensus and budget process;

-- retaining the current revenue consensus process, but calling for three conferences per
year: January, May and September.

Additional Spending Reductions

econd, the Governor recommends $566 million in general fund spending reductions in
fiscal year 2011, impacting every state department. These reductions include:

. $140 million for corrections reforms that will reduce the prisoner population and allow
for the closure of up to five additional facilities.

. $133 million from a physician provider assessment that would increase state
reimbursement rates to Medicaid participating physicians by 80 percent.

. $116 million in Fiscal Year 2011 General Fund Reductions

employee benefit

reforms that provide Employee Benefit

o Reforms $116 million

savings and help to Physician Assessment 21%
ensure the Michigan $133 millon: ==

,g 23% Community Health
State Employees ~  $39 million

Retirement System / 7%

is fiscally sound,
including $98 million
from pension reforms
and $18 million from

Higher Education
_—  $39 million
7%

Human Services

s . Corrections Reforms $39 million
the elmnnatlon. of the 3 $140 million e
percent salary increase 25% = Other Reductions
for non-exclusively $60 million
represented employees Total Reductions: $566 million 10%
OVERVIEW
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The pension reforms are expected to result in the retirement of over 6,300 employees and
the permanent downsizing of the state workforce.

. $39 million in Higher Education resulting from the elimination of the Tuition
Grant program for private college students and structural reforms to the Tuition

Incentive program.

. $39 million in Department of Community Health reductions, including increased
nursing home transitions to community-based alternatives, service eliminations and
enrollment freezes.

. $39 million in the Department of Human Services reflecting program reductions and

fund shifts to federal and other resources to help preserve critical services to families

most in need.

. $60 million in other reductions for state agencies, the legislature and the judicial branch.

The budget also includes $475 million in spending reductions in the Department of
Transportation to reflect available federal aid that will be lost to Michigan due to insufficient
state transportation revenues. In total, $528 million in federal funds are anticipated to be
foregone by state agencies due to shrinking general fund and state restricted revenues that are
limiting our ability to secure all available federal funds.

Tax Restructuring to Preserve Education and Create Jobs

Lastly, Governor Granholm proposes a significant restructuring of the tax system in order to
address two fundamental issues confronting the state:

School funding in fiscal year 2011 is inadequate, and without increased revenue the K-12
education system will face unavoidable additional cuts; and

Michigan must fuel job creation and diversify the economy by making our state a more
attractive place for business.

While Michigan'’s precipitous
revenue declines are largely
related to economic conditions
resulting from the national
recession, our antiquated

tax system compounds the
revenue loss and negatively
impacts schools.

Fiscal Year 2011 Executive Budget

“Any serious stab at changing the state budget has to look
at the receipts side of the ledger, too. Taxes need to be
reformed. One solution with growing support is to expand
sales taxes to services, the growing sector of the economy.”

Grand Rapids Press Editorial Board
January 6, 2010
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The existing tax system is based heavily on an industrialized economy that no longer exists.
The trend over the last several decades in Michigan, and other states, is toward a more service-
based economy. In 1950, the sale of services in Michigan accounted for only 40 percent of
consumer spending, that figure has now grown to over 66 percent. Unfortunately, our tax
system has not kept pace with these economic changes, and must be reformed in order to
recognize consumer activity that is more reflective of a diverse and global economy.

To restructure the tax system, Governor Granholm recommends lowering the existing state
sales and use tax rates from 6 to 5.5 percent, while expanding the sales and use tax to
consumer services.

The restructured tax would include all consumer services, with exclusions for health care and
social assistance, education, new construction, real estate and insurance commissions, and
services directly connected to business operations.

The Governor’s budget directs the revenue to the School Aid Fund to ensure we continue to
invest in children and the educational priorities that will chart Michigan’s path forward. These
additional revenues will stabilize school financing in the short-term, providing a bridge while
long-term reforms to school employee pensions and the consolidation of services take effect.
Without these additional revenues, significant cuts to public schools will be unavoidable.

To spur job creation, Governor Granholm also calls for the elimination of the Michigan

Business Tax (MBT) surcharge - cutting it in half in 2011, and phasing it out completely in

2012. The elimination of this surcharge along with additional phased reductions in the MBT’s
gross receipts tax rate from 0.8 to 0.6 percent (0.1 percent in 2012, and an additional 0.1 percent
in 2013) will allow existing businesses to better compete, invest and create jobs. These tax cuts,
totaling $2.6 billion over the next four years, will also make Michigan an even more attractive
destination for new businesses to locate.

Michigan currently
ranks 31st, well below GF-GP & SAF Taxes Decline as a
the national average, Percent of Personal Income
relative to tax revenue
7.0%
as a percent of personal 2011
income. In 1999, state 6.5% "/._*\‘/;\\ 5.2%
revenues as a percent ;9;; \\ Restracturing

of personal income 6.0% \
were 6.8 percent. In \
5.5%

2011, after enactment ‘\/\.4
of the tax restructuring  5q (
proposal, it will be only

5.2 percent. 4.5% ——— T

N

2) © A > 3 QO N
I N

F S SLES S
The net revenue impact R A A
of this tax restructuring

proposal is $554 million in fiscal year 2011. This tax reform proposal is revenue neutral after

the MBT surcharge and other tax changes are fully implemented.
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Preserving our Priorities

Despite further spending cuts and aggressive reforms to address the budget imbalance, the
Governor’s budget continues to support critical services and the priorities that
matter most.

Education, Training and Job Creation

he per pupil funding for K-12 education is maintained at fiscal year 2010 levels as a result

of the Governor’s tax restructuring reforms. The Great Start Readiness Program is also
maintained, providing 28,000 academically at-risk children with preschool opportunities.
Pension reforms will save $5.8 billion for schools over 10 years, and although school funding
is maintained at current levels in fiscal year 2011, these pension reforms will increase the
spending power for schools long-term. In total, the Executive Budget contains $12.9 billion to
help fund our public schools, of which $11 billion is state funds.

Funding totaling $1.8 billion for university and community college operations is preserved at
fiscal year 2010 levels as well, recognizing the critical role these institutions play in preparing
our citizens for Michigan’s new economy.

Although general fund resources for the No Worker Left Behind and Michigan Nursing Corps
programs are eliminated, over $648 million for these and other critical career education and
re-training programs will continue to be available to address workforce needs with federal and
other state support.

Funding for the 21st Century Jobs Fund is maintained at $75 million to support job creation
in the growing economic sectors of renewable energy, life sciences, homeland security and
advanced manufacturing,.

A total of $13 million is “Government cannot afford to be all things to all people but must
added for the Pure Michigan  focus on the things that matter most: job creation, education and
campaign supported with providing critical services to those most in need.”
rental car fees; a new funding
source for this popular and Governor Jennifer M. Granholm
effective tourism promotion ~ January 29, 2010
program. The Governor calls
on the Legislature to take
action on House Bill 5017 that
provides for this new funding,.
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Health Care and Protecting Families

edicaid for Michigan residents is funded at $11.5 billion, providing basic physical
and mental health services to the poor, the elderly and the disabled. Currently, 1in 6
Michigan residents receives health care through this program.

Improvements in Michigan’s child welfare system are funded at $39 million in fiscal year 2011.
These funds support additional child welfare staff, a federally-required children’s services
automation system, and extending benefits to age 20.

To help cash assistance recipients prepare for the job market, $33 million is invested over two
years in the JET Plus program. These funds will focus on basic education and will help Family
Independence Program recipients obtain employment.

The federally-funded Food Assistance Program will continue to increase to almost 2 million
recipients in fiscal year 2011, representing 1 out of every 5 Michigan residents.

Revenue sharing payments to cities, villages and townships are maintained at the fiscal
year 2010 levels. The Governor continues her commitment to restore county revenue
sharing payments by including $115 million to fully fund the 38 counties eligible in fiscal
year 2011.

The budget maintains funding for Michigan State Police troopers at current strength, provides
$36.9 million for state crime laboratories, and recommends a fiscal year 2010 supplemental of
$2.5 million in order to reduce forensic case backlogs.

Conclusion

e are at a critical point in Michigan's history. The challenges faced by our citizens,

businesses, state and local governments are unprecedented. Yet out of this challenge
comes the opportunity for a New Michigan. To ensure that we emerge from this period a
stronger, more competitive, more financially stable state will require focus, discipline and a
willingness to make tough decisions.

Governor Granholm’s fiscal year 2011 budget provides a comprehensive set of
recommendations that further reduce spending, provide for additional government reforms,
restructure an antiquated tax system, and help businesses to be more competitive. It provides
for significant investments in education to stabilize school financing and ensure our children’s
future. It represents the fiscal discipline that is required to address the state’s budget
challenges, while continuing to provide the services citizens need most. This budget is the
right solution for Michigan, and it sets us on the right path forward.

OVERVIEW
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Department of Agriculture

he Department of Agriculture (MDA) provides services to the Michigan food and

agriculture community through a variety of food safety, environmental protection, and animal
and plant health programs. The Governor’s proposed budget for fiscal year 2011 recommends total
funding of $77.7 million, of which $28.8 million is general fund.

Department Programs Protect
Public Health and the Environment

Environmental Laboratory Program
Stewardship —— 18%

12% ]

Agriculture Development
4%

Animal and Plant Health
30%

Horse Racing Programs
a 6%

~___Support Services
9%

Food and Dairy “~._ Capital Outlay
17% 4%

Total: $77.7 million

Highlights of Governor’s Budget Recommendation for the Department of Agriculture

. The Executive Recommendation includes $23.4 million for plant and animal health, welfare,
and disease response.

. Food safety and consumer protection programs are funded at $13.2 million.

. The Executive Budget includes $9.3 million for environmental stewardship and protection
efforts to help farmers and homeowners reduce risks of groundwater contamination from
pesticides and fertilizer.

. The horse racing program, which is self supporting, is funded at $5.1 million. The Office of
Racing Commissioner, overseeing the horse racing program, is transferred to the Gaming
Control Board.

. Nearly $3.3 million is earmarked for grants to farmers and other property owners for the
purchase of development rights and easements.

. Over $2.9 million is included to promote Michigan agricultural products.

. Inspection fees are proposed to maintain safety in two areas. A migrant labor housing
inspection fee will be utilized to inspect housing for migrant workers who harvest and
process Michigan crops. A dairy inspection fee is proposed to ensure health sanitation in

milk production and processing.
AGRICULTURE
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($ in Thousands)

Fiscal Year 2011 Governor's Recommendation
Department of Agriculture

FY10 FY11

Current Law [Recommendation

GF/GP $30,050.5 $28,828.7

All Funds $80,369.0 $77,677.8

% Change - GF/GP -4.1%

% Change - All Funds -3.3%

Programs GF/GP All Funds

Laboratory Program $2,561.8 $13,899.6

Pesticide and Plant Pest Management $3,830.2 $13,757.9

Food and Dairy $8,871.7 $13,159.9

Animal Industry $8,053.8 $9,598.8

Environmental Stewardship $718.6 $9,335.7
Support Services $4,487.3 $6,610.1 |
Horse Racing Programs $0.0 $5,093.9 |

Farmland and Open Space Preservation $0.0 $3,300.0

Agriculture Development $305.3 $2,921.9

Total FY 2011 Recommendation $28,828.7 $77,677.8

AGRICULTURE
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Community Colleges
Michigan’s 28 community colleges provide residents with affordable access to postsecondary

education opportunities. The Governor’s proposed budget for fiscal year 2011 recommends total
funding of $299.1 million, all general fund.

Community College Enrollment Sky-Rockets
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Highlights of Governor’s Budget Recommendation for Community Colleges

. Funding for each community college is maintained at the fiscal year 2010 level. Operations
support for the 28 colleges totals $292.6 million.

. Funding of $3.3 million is recommended to assist academically at-risk students.

. A total of $3.2 million is recommended to reimburse colleges that lose property tax revenue
as a result of the establishment of Renaissance Zones.

FY 2011 Community College Operations Funding
($ in Thousands)
Alpena Community College $5,126.1 |Mid Michigan Community College $4,289.2
Bay de Noc Community College 5,178.4 |Monroe County Community College 4,142.8
Delta College 13,751.6 |Montcalm Community College 2,981.6
Gien Oaks Community College 2,304.8 |C.S. Mott Community College 15,016.4
Gogebic Community College 4,275.2 [Muskegon Community Coliege 8,518.6
Grand Rapids Community College 17,219.8 |North Central Michigan College 2,893.6
Henry Ford Community College 20,898.9 [Northwestern Michigan College 8,682.0
Jackson Community College 11,5642.3 |Oakland Community College 20,133.7
Kalamazoo Valley Community College 11,888.6 |St. Clair County Community College 6,729.8
Kellogg Community College 9,311.8 [Schoolcraft College 11,767.0
Kirtland Community College 2,842.8 |Southwestern Michigan College 6,276.9
Lake Michigan College 5,012.1 |Washtenaw Community College 12,149.0
Lansing Community College 29,762.5 |Wayne County Community College 15,889.9
Macomb Community College 31,773.9 [West Shore Community College 2,198.5

COMMUNITY COLLEGES
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Fiscal Year 2011 Governor's Recommendation

Community Colleges
($ in Thousands)

FY10 FY11

Current Law |Recommendation
GF/IGP $299,360.5 $299,100.5
All Funds $299,360.5 $299,100.5
% Change - GF/GP -0.1%
% Change - All Funds -0.1%

Programs GFIGP All Funds
Community College Operations $292,557.8 $292,557.8
At-Risk Student Success Program $3,322.7 $3,322.7
Renaissance Zone Tax Reimbursement $3,220.0 $3,220.0
Total FY 2011 Recommendation $299,100.5 $299,100.5

COMMUNITY COLLEGES
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Department of Community Health

he Department of Community Health (DCH) is responsible for health policy and management

of the state’s publicly funded health care systems. These programs include Medicaid health
coverage for those with limited incomes; mental health services for people who have a mental
illness or developmental disability; services for individuals who need substance abuse treatment;
and services provided through local public health programs. The department also provides
services to promote the independence and preserve the dignity of Michigan’s elderly through the
Office of Services to the Aging. The Governor’s proposed budget for fiscal year 2011 recommends total
funding of $14.4 billion, of which $2 billion is general fund.

Highlights of Governor’s Budget Recommendation for DCH

Medical Services

. The DCH budget recommends $7.3 billion for medical services and $2.1 billion for the long
term care portion of the Medicaid program. This represents a 14.3 percent increase over
fiscal year 2010 due to actuarial soundness requirements, caseload increases, utilization/
inflation and special provider payments. Medicaid provides health care services for one
out of every six Michigan residents.

. $137.2 million is added to the Medicaid budget for increases in the number of Medicaid
recipients and increased utilization of services.

Medicaid Serves Over 1.7 Million People
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From 1980 to 2000, Medicaid caseload increased by 15%.
From 2000 to 2011, Medicaid caseload increases by 65%.

COMMUNITY HEALTH
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. $73.7 million is added to increase payment rates to Health Maintenance Organiza-
tion providers.

C $526.3 million is invested in community-based long term care services. The DCH budget
continues to move the elderly and disabled from nursing homes to home care, resulting
in savings of $19.7 million in fiscal year 2011. This successful initiative has already saved
$35 million since 2008. While nursing homes provide a valuable and necessary service for
those with high care needs, home care can provide alternatives that meet client needs in a
less costly community setting.

. $137 million is allocated to fund the Adult Benefits Waiver program that provides basic
health coverage to low-income childless adults.

C The DCH budget proposes a physician provider assessment to increase the state
reimbursement rates to Medicaid participating physicians by 80 percent, saving $133
million general fund while earning additional federal revenue.

C The Medicaid budget assumes $709.4 million in general fund savings due to an enhanced
federal Medicaid matching rate for three quarters of the fiscal year. The American
Recovery and Reinvestment Act of 2009 authorized an enhanced rate for the first quarter of

fiscal year 2011.

Based on actions Medicaid Makes up 91% of DCH Budget

now pending

in Washington Other
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budget year.
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Mental Health Services

{ . Mental health services are funded at $2.9 billion gross, $1 billion general fund, consisting
‘ of:

- $2.6 billion to provide community mental health services, including $60 million to
increase provider payment rates. Savings of $11.3 million is achieved from reductions
to community mental health administration and substance abuse services.

- Funding for state operated psychiatric hospitals and centers of $252 million.

- $51 million to provide forensic mental health services to prisoners incarcerated in
Department of Correction facilities.

Other Medical Services

. $529.7 million is invested in health promotion and disease prevention programs, including
$46.5 million in grants to local public health departments. Savings of $2.7 million is
achieved from reductions in local public health operations.

. Children’s Special Health Care Services is supported with $236.1 million to provide
medical care and treatment for children with special health care needs.

{ Reform Proposals

. Reforms in the DCH budget will achieve savings of $7.7 million in fiscal year 2011 and
savings of over $50 million by 2015. Proposals include an independent Office of Health
Services Inspector General to identify and recover Medicaid waste and fraud; increasing
Medicaid recoveries of overpayments; and ending immunity for drug manufacturers that
produce harmful medications.

COMMUNITY HEALTH
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Fiscal Year 2011 Governor's Recommendation

Department of Community Health
($ in Thousands)

Fyio : FY11
Current Law* Recommendation
GF/GP $2,304,602.5 $2,016,461.8
All Funds $13,073,089.3 $14,396,931.0
% Change - GF/GP -12.5%
% Change - All Funds 10.1%
Programs GF/GP All Funds
Medicaid
Medicaid Fee for Service $465,098.5 $5,584,141.9
Medicaid Managed Care Services $231,797 1 $4,371,469.1
Children's Special Health Care Services $89,864 .4 $248,073.3
Federal Medicare Pharmaceutical Program $20,945.8 $180,945.8
Medicaid Adult Benefits Waiver $23,117.7 $104,856.8
Mental Health - Medicaid $740,916.1 $2,681,504.1
Mental Health - Non-Medicaid $283,912.6 $283,912.6
Public Health $48,467.5 $529,657.0
Administration $63,933.9 $176,873.7
Other
Office of Services to the Aging $27,566.4 $90,827.0
Health Policy, Regulation & Professions $8,568.4 $65,448.5
Information Technology Services $12,273.4 $52,165.3
Crime Victim Services $0.0 $27,055.9
* Adjusted for program transfers
Total FY 2011 Recommendation $2,016,461.8 $14,396,931.0

COMMUNITY HEALTH
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Department of Corrections

The Department of Corrections ensures public safety by providing custody and care for
incarcerated felons while maintaining oversight and supervision of parolees and felony
probationers. The Governor’s proposed budget for fiscal year 2011 recommends total funding of $2.0

billion, of which $1.9 billion is general fund.

As Prisoners are Released on Parole, Department Costs are Shifting
From Prison Operations to Parole / Probation Oversight

Prison Services To

Other States
2% \

Community Programs
7%

Prison Operations

73%
Probation & Parole
Oversight —
13%
Department
Administration Total: $2.0 billion

5%

Reform Savings in Governor’s Recommendation for the Department of Corrections

The Governor recommends $139 million in net savings from the adoption of sentencing reforms
that will result in a reduced prisoner population and the closure of department facilities, as well
as cost reductions that will be achieved through the implementation of operational efficiencies.

The proposal builds on the administration’s successful efforts at controlling corrections costs
via the targeted use of parole policy in conjunction with Michigan Prisoner Re-entry Initiative
programming. Notably, from fiscal year 2003 through fiscal year 2010, nearly $600 million in

reductions have been identified in the Department of Corrections’ budget. It is anticipated that
the cumulative savings from the recommended sentencing reforms would accrue to an additional
$700 million over five years.

The Governor recommends consideration and passage of House Bills 4497, 4498, and
4499. The bills reinstate a form of sentencing credit for good behavior in prison to apply
to existing and future inmates. The bills also allow for reinstatement of the Community
Residential Program where strict criteria would be utilized to allow a specified amount

of offender time to be served under electronic monitoring outside of prison in certain
circumstances. Combined, these changes are anticipated to reduce the prison population
by approximately 7,500 within four to six months of enactment. Enactment of this bill
package by June 2010 would result in the closure of 4 to 5 prisons starting in October 2010
and generate net savings of $129 million. Investments in additional technology, parole
staffing, and re-entry services are included in the Executive Recommendation.

CORRECTIONS
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The Executive Recommendation includes $4.6 million in cost savings in healthcare.
Efficiencies will be identified through review and revision of the pharmacy formulary with
practitioner education and adjustment in prescriber practices. |

Efficiencies of $4 million are identified through commencement of a department-wide
supply chain transformation strategy. Hundreds of business process improvements have
been identified in areas such as prisoner transportation, warehouse operations, and

food service.

Savings of $1.4 million have been identified in contract efficiencies, information technology
rate reductions, and other adjustments.

Prison Population Decreasing to Compare
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Additional Highlights of Governor’s Budget Recommendation

The Executive Budget includes $1.4 billion in funding to operate a safe and secure prison
system that currently houses 45,200 prisoners.

The Governor recommends $3.2 million in additional funding for more parole officers in
order to provide increased oversight of sex offenders released on parole.

The Governor also recommends the addition of $1.2 million in funding for community
corrections programs to provide local alternatives to more costly prison incarceration. The
Executive Budget includes over $143 million in community programs.

The Executive Budget includes funding authorization to operate Muskegon Correctional
Facility for over 1,300 prisoners from the State of Pennsylvania. Pennsylvania will pay the
full cost of operation. This mutually beneficial arrangement between the states will allow
Pennsylvania to reduce its overcrowded prison system and save approximately 240 jobs in
Michigan. A fiscal year 2010 supplemental is also requested in order to commence transfer
of inmates from Pennsylvania as soon as February 2010.

CORRECTIONS
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($ in Thousands)

Fiscal Year 2011 Governor's Recommendation
Department of Corrections

FY10 FY11
Current Law | Recommendation |

GF/GP $1,903,641.9 $1.875,904.5

All Funds $1,956,122.8 $1,967,197.8
% Change - GF/GP -1.5%
% Change - All Funds 0.6%

Programs GF/GP All Funds
Prison Operations $1,408,820.9 $1,444,648.6
Probation and Parole Oversight $241,665.9 $256,475.2
Community Programs $134,972.2 $143,665.5
Department Administration $68,372.9 $69,679.4
Prison Services Provided to Other States $0.0 $29,871.6
Information Technology Services and Projects $22,072.6 $22,857.5
Total FY 2011 Recommendation $1,875,904.5 $1,967,197.8
CORRECTIONS
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Department of Education

Leadership for Michigan’s public education system is vested by the Constitution in the elected
members of the State Board of Education. The State Board of Education and the Department
of Education are focused on improving student achievement in order to prepare Michigan’s
students to compete in a global economy. The department distributes nearly $13 billion of state
and federal funding to the state’s public schools. The Governor’s proposed budget for fiscal year 2011
recommends total funding of $131.3 million, of which $20 million is general fund.

Department Budget Funds a Variety
of Educational Support Services

Administrative Support
Services -
10% \\

Grants Management
’ ya 9%
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Library Funding

12% Support Services to
Schools
37%
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Education Reformg —————
14% Total: $131.3 million

Highlights of Governor’s Budget Recommendation for the Department of Education

. The Governor recommends $83.4 million for state oversight of education programs,
including special education, teacher preparation, early childhood services, student testing,
and school improvement activities.

s The Executive Budget contains $14.1 million to operate the Michigan School for the Deaf
and Blind.

. The Governor proposes $15.1 million to support public libraries, including the Library
of Michigan.

0 In December 2009, the Legislature enacted major school reform legislation. The Executive
Budget includes $18.7 million to begin implementing these reforms, including support
for a new school reform/redesign officer, oversight of the new schools of excellence,
development of assessments that measure each student’s knowledge growth in each grade,
correlation of student achievement to individual teachers, creation of a new alternative
process for teacher certification, and oversight of the required school administrator
certification program.

EDUCATION
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Fiscal Year 2011 Governor's Recommendation
Department of Education

($ in Thousands)
FY10 FY11
Current Law* |Recommendation
GF/GP $19,429.6 $20,011.9
All Funds $113,354.7 $131,286.0
% Change - GF/GP 3.0%
% Change - All Funds 15.8%
Programs GFI/GP All Funds
Support Services to Schools $3,311.9 $49,263.5
Race To The Top Education Reforms $1,715.9 $18,715.9
Library Funding $9,578.8 $15,140.6
Michigan School for the Deaf and Blind $0.0 $14,104.4
Administrative Support Services $5,071.1 $12,644.0
Grants Management $334.2 $11,765.1
Student Testing $0.0 $9,652.5
*Adjusted for program transfers
Total FY 2011 Recommendation $20,011.9 $131,286.0

EDUCATION
B-14

Michigan’s Path Forward




Department of Energy, Labor and Economic Growth

The Department of Energy, Labor and Economic Growth (DELEG) serves a key role in
Michigan’s transition to a new economy by implementing workforce training initiatives and
promoting renewable energy resource development throughout the state. The Governor’s proposed
budget for fiscal year 2011 recommends $1.5 billion, of which $45.4 million is general fund.
DELEG Fosters Economic Growth Through
Workforce Training Initiatives
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Education Housing & Community
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Total: $1.5 billion

Highlights of Governor’s Budget Recommendation for DELEG

. The Governor allocates $648 million, an increase of $34.6 million, to help Michigan workers
compete in the global marketplace through skills training and education initiatives,
especially in the healthcare, advanced manufacturing, and alternative energy fields.

. The revitalization of Michigan neighborhoods will continue with $219.1 million dedicated
for housing and community development activities, which includes an increase of $10.9
million in federal funds to support low-income rental assistance activities.

s The Executive Budget maintains over $125 million for energy efficiency and utility
regulatory programs, including $90 million in Low-Income Energy Efficiency grants to
provide emergency utility shut-off protection and promote statewide energy efficiency.

. The State Fire Services Fund proposed in House Bill 4026 will replace general fund
spending of $2.6 million in the Bureau of Fire Services; this new fund will reform the way
the state pays for fire safety services by authorizing a fee schedule directly related to the
costs of such services.

J The Executive Budget redirects $5 million in federal Workforce Investment Act funds to

the Michigan Nursing Corps to increase support for nurse educator training and save
$300,000 in general fund spending.

J To further balance the general fund budget, the Governor recommends reductions totaling
$7.1 million in workforce training and welfare-to-work programs.

ENERGY, LABOR AND ECONOMIC GROWTH
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Fiscal Year 2011 Governor's Recommendation

Department of Energy, Labor and Economic Growth
($ in Thousands)

FY10 FY11
Current Law Recommendation
GF/GP $54,784.1 $45,426.7
All Funds $1,462,857.2 $1,496,943.8
% Change - GF/IGP -17.1%
% Change - All Funds 2.3%
Programs GFI/GP All Funds
Workforce Training and Education $28,747.3 $648,060.1
Housing and Community Development $0.0 $219,101.6
Licensing, Regulation and Safety $0.0 $175,865.6
Unemployment and Worker's Compensation $8,170.3 $169,893.2
Energy Programs $0.0 $125,129.1
Department Operations $1,809.2 $96,708.0
Other Grants, Authorities and Commissions $6,699.9 $62,186.2
Total FY 2011 Recommendation $45,426.7

$1,496,943.8

ENERGY, LABOR AND ECONOMIC GROWTH
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General Government

The general government agencies are responsible for balancing the state’s checkbook;
managing the workplaces, tools and equipment of state government; offering services

to the residents of Michigan; promoting innovative technology to ensure efficiencies in state
government; overseeing the equitable and individual rights of all citizens; and managing the
legislative and executive branches of government. The Governor’s proposed budget for fiscal year
2011 recommends total funding of $3.2 billion, of which $1 billion is revenue sharing payments to local
units of government.

Revenue Sharing Payments to Local Governments are
Largest Share of General Government Budget
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Highlights of Governor’s Budget Recommendation for general government agencies

. The Governor’s budget provides $1 billion for revenue sharing payments to local units
of government.

. The budget also includes $380.3 million for debt service payments to meet the state’s
bond obligations.

. With the 2010 consolidation of the departments of Information Technology and
Management and Budget, $737.7 million is included for the new department to provide
state-wide business and information technology services to state agencies. Consolidation
savings of $730,000 are achieved for the first full year of the new agency.

s The budget provides $414.8 million for the Department of Treasury to administer the state
tax system and invest state funds. An additional $169 million for the Michigan Strategic
Fund will support promotion of business investment, entrepreneurial growth, and tourism
in Michigan.

GENERAL GOVERNMENT
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The Governor’s recommendation also supports $212.6 million for the Department of State
to administer Michigan’s motor vehicle programs and supervise state elections.

Legislative functions are supported with $102.1 million for the Legislature and legislative
staff, and $14.5 million for the Legislative Auditor General.

The budget contains $74.9 million for the Department of Attorney General to preserve and
uphold the state’s legal interests; provide legal services to state officials and agencies; and
investigate consumer complaints.

The Governor recommends $13.1 million for the Department of Civil Rights to investigate
and resolve discrimination complaints by Michigan citizens.

The constitutional responsibilities of the Governor and her immediate staff are funded with
$4.6 million.

GENERAL GOVERNMENT
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Fiscal Year 2011 Governor's Recommendation
Department of Attorney General
($ in Thousands)
FY10 FY11
Current Law |Recommendation
GF/GP $28,785.0 $29,168.0
All Funds $73,873.6 $74,877.1
% Change - GF/GP 1.3%
% Change - All Funds 1.4%
Programs GFIGP All Funds
Attorney General Operations $26,273.3 $68,910.8
Child Support Enforcement $733.5 $3,005.1 |
Prosecuting Attorneys Coordinating Council $1,267.1 $2,067.1
Information Technology $894.1 $894.1
Total FY 2011 Recommendation $29,168.0 $74,877.1
GENERAL GOVERNMENT
B-19

Fiscal Year 2011 Executive Budget



Fiscal Year 2011 Governor's Recommendation
Department of Civil Rights

($ in Thousands)

FY10 FY11

Current Law |Recommendation

GF/GP $11,706.4 $11,279.1

All Funds $13,763.7 $13,082.1
% Change - GF/GP -3.7%
% Change - All Funds -5.0%

Programs GFIGP All Funds

Civil Rights Operations $10,559.5 $12,347.5
information Technology $719.6 $734.6
Total FY 2011 Recommendation $11,279.1 $13,082.1

GENERAL GOVERNMENT
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Executive Office
($ in Thousands)

Fiscal Year 2011 Governor's Recommendation

FY10 FY11

Current Law |Recommendation

GF/GP $4,823.7 $4,630.8

All Funds $4,823.7 $4,630.8
% Change - GF/GP -4.0%

% Change - All Funds -4.0%

Programs 'GFIGP All Funds
Governor $169.6 $169.6
Lieutenant Governor $118.7 $118.7
Executive Office Operations $4,342.5 $4,342.5
Total FY 2011 Recommendation $4,630.8 $4,630.8

Fiscal Year 2011 Executive Budget
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Fiscal Year 2011 Governor's Recommendation
Legislative Auditor General
($ in Thousands)

FY10 FY11
Current Law |Recommendation
$11,619.8 $11,155.0
$14,961.2 $14 496.4
% Change - GF/GP -4.0%
% Change - All Funds -3.1%
Programs GF/GP All Funds
Office of the Auditor General $11,155.0 $14,496.4
Total FY 2011 Recommendation $11,155.0 $14,496.4
GENERAL GOVERNMENT
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Fiscal Year 2011 Governor's Recommendation
Legislature
($ in Thousands)
FY10 FY11
Current Law |Recommendation
GF/GP $104,764.9 $100,574.3
All Funds $106,274.7 $102,084.1
% Change - GF/GP -4.0%
% Change - All Funds -3.9%
Programs GFIGP All Funds
House of Representatives $43,243.3 $43,243.3
Senate $28,632.0 $28,632.0
Legislative Council $10,628.1 $11,028.1
Property Management $11,793.3 $11,793.3
Legislative Retirement System $3,424.1 $4,533.9
House Fiscal Agency $2,897.3 $2,897.3
Senate Fiscal Agency $2,897.3 $2,897.3
Non-specified Legislative Reductions ($2,941.1) ($2,941.1)
Total FY 2011 Recommendation $100,574.3 $102,084.1
GENERAL GOVERNMENT
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Fiscal Year 2011 Governor's Recommendation

Department of State
($ in Thousands)
FY10 FY11

Current Law |Recommendation

GF/GP $17,955.4 $14,179.2

All Funds $209,130.2 $212,567.3
% Change - GF/GP -21.0%
% Change - All Funds 1.6%

Programs GFIGP All Funds

Branch Operations $785.7 $76,163.1
Central Operations $853.3 $47,683.6
Regulatory Services $761.8 $24,372.1
Department Services $680.0 $23,867.5
Information Technology $1,685.9 $20,746.3
Executive and Departmentwide Expenses $4,127.6 $14,099.8
Election Regulation $5,284.9 $5,634.9
Total FY 2011 Recommendation $14,179.2 $212,567.3
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Fiscal Year 2011 Governor's Recommendation
Department of Technology, Management, and Budget
($ in Thousands)
FY10 FY11

Current Law Recommendation

Department GF/GP $58,203.7 $57,475.4

State Building Authority GF/GP $235,370.6 $245,370.6
Gubernatorial Transition GF/GP $0.0 $1,500.0

Department All Funds $728,312.9 $736,193.6

State Building Authority All Funds $235,370.6 $245,370.6
Gubernatorial Transition All Funds $0.0 $1,500.0
% Change - Dept. GF/GP -1.3%
% Change - Dept. All Funds 1.1%

Programs ‘ GFIGP All Funds
Technology Services $0.0 $417,731.7
State Building Authority Debt Payments $245,370.6 $245,370.6
State-Owned and Leased Building Operations $1,225.4 $91,633.1
Civil Service Commission $22.617.7 $66,779.7
Motor Vehicle Fleet $0.0 $57,226.2
Business and Department Support $10,607.3 $41,240.2
Departmental Information Technology Services $9,857.2 $25,135.1
Retirement Services $0.0 $18,119.4
Budget and Financial Management $11,705.2 $16,865.6
Office of Children's Ombudsman $1,462.6 $1,462.6
Gubernatorial Transition Costs $1,500.0 $1,500.0
Total FY 2011 Recommendation ~ $304,346.0 $983,064.2
GENERAL GOVERNMENT
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Fiscal Year 2011 Governor's Recommendation

Department of Treasury
($ in Thousands)

FY10 FY11

Current Law |Recommendation

GF/GP $151,964.7 $202,130.1

All Funds $1,614,738.2 $1,750,859.9
% Change - GF/GP 33.0%
% Change - All Funds 8.4%

Programs GFIGP All Funds
Revenue Sharing to Local Units of Government $0.0 $1,032,106.0
Michigan Strategic Fund Agency $23,088.2 $169,019.4
Debt Service Payments $119,394.7 $134,909.2
Grants to Local Units of Government $0.0 $110,850.0
Tax Programs $9,118.3 $81,857.7
Banking and Management Services $5,087.0 $37,787.2
Student Financial Assistance Programs $1,456.3 $37,123.8 |
State Lottery Operations $0.0 $26,561.7
Administration $12,798.1 $26,258.1
Casino Gaming Oversight $0.0 $25,626.7
Investments of Common Cash and Pension Funds $311.7 $18,743.7
Information Technology $2,857.4 $16,792.1
Senior Citizen Cooperative Housing Tax Exemption Program $14,520.0 $14,520.0
Payments in Lieu of Taxes $10,506.4 $12,956.4
Renaissance Zone Reimbursement to Libraries $2,992.0 $2,992.0
Home Heating Assistance Administration $0.0 $2,755.9
Total FY 2011 Recommendation $202,130.1 $1,750,859.9 |
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T

Higher Education

he Higher Education budget provides operating support to the state’s 15 public universities
and also funds student financial aid programs. The Governor’s proposed budget for fiscal year

2011 recommends total funding of nearly $1.6 billion, of which over $1.5 billion is general fund.

Highlights of Governor’s Budget Recommendation for Higher Education

Total funding of nearly $1.5 billion is provided for university operations to maintain
support for each state university at the fiscal year 2010 level. Current year federal
American Recovery and Reinvestment Act funding is replaced with general fund revenues.

Funding for the Agricultural

Experiment Station and the State Ur}iversity Operations
Cooperative Extension Service ($ in Thousands) FY 2011
is continued at $34.2 million Michigan State University $291,841.7
and $29.5 million respectively. University of Michigan - Ann Arbor 325,347 .4
Wayne State University 220,329.2
Funding for the Michigan Central Michigan University 82,436.0
Promise Grants was not Eastern Michigan University 78,2121
included in the current Ferris State University 50,0171
year budget. The Governor Grand Valley State University 63,758.3
believes that Michigan must Lake Superior State University 13,059.2
continue to help our young Michigan Technological University 49,3021
adults defray the costs of Northern Michigan University 46,438.2
college. Therefore, the Oakiand University 52,220.8
Governor is recommending Saginaw Valley State University 28,517.7
that Michigan Promise be University of Michigan - Dearborn 25,437 1
restructured as an income tax University of Michigan - Flint 21,498.9
credit targeted to students Western Michigan University 112,766.8
who attain a degree and work -
in Michigan. Total $1,461,182.6

The Tuition Incentive Program (TIP) is allocated $30.1 million. To control rising costs, the
Governor recommends capping reimbursement for tuition costs and targeting funds to
students attaining an associate degree.

In order to consolidate administration of scholarship programs in a single agency, funding
for the Officer’s Survivor Tuition Program is transferred to the Higher Education budget

and administrative responsibilities are transferred to the Department of Treasury.

The State Competitive Scholarship program, available for students attending both public
and private colleges, is retained at the current year spending level of $16.2 million.

Funding of Tuition Grants for students attending private colleges is eliminated.

HIGHER EDUCATION
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Higher Education
($ in Thousands)

Fiscal Year 2011 Governor's Recommendation

FY10 FY11

Current Law |Recommendation

GF/GP $1,507,705.2 $1,543,378.5

All Funds $1,612,243.3 $1,578,278.5

% Change - GF/GP 2.4%

% Change - All Funds -2.1%

Programs GFI/GP All Funds

State University Operations $1,461,182.6 $1,461,182.6

Agricultural Experiment Station $34,198.9 $34,198.9

Tuition Incentive Program $0.0 $30,100.0

Cooperative Extension Service $29,497.0 $29,497.0

State Competitive Scholarships $14,708.5 $16,208.5

King-Chavez-Parks Programs $2,691.5 $2,691.5

Project GEAR-UP $0.0 $1,500.0

Robert C. Byrd Honors Scholarship Program $0.0 $1,500.0

Children of Veterans and Officer's Survivor Grants $900.0 $1,200.0

Higher Education Database $105.0 $105.0

Midwestern Higher Education Compact $95.0 $95.0
Total FY 2011 Recommendation $1,543,378.5

$1,578,278.5
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Department of Human Services

he Department of Human Services (DHS) helps families and individuals meet financial,
medical, and social service needs. DHS programs provide financial assistance and medical
assistance to Michigan’s

low-income population; Costs of Food Assistance to Low-Income
move people toward Families Dominate DHS Budget
self-sufficiency through Income Assistance

employment and training 14%
services; work to prevent A
abuse, neglect, and
exploitation of children and
vulnerable adults through
direct services; and regulate

Children's Services

/ 12%

and license adultand child ~ asyiotance._  hamiisraion

care agencies, facilities, and 51% o f 10%

homes. Services are provided

through a network of county- Central Ac;g/\inistration
based offices. The Governor’s ’

proposed budget for fiscal year > Other Services

2011 recommends total funding 6% N
of $7 billion, of which $960 Total: $7 billion

million is general fund.
Major Investments Included in the Governor's Budget Recommendations for DHS

J The Governor’s budget invests over $509.2 million in Michigan’s child welfare system,
including;:

- Child welfare improvements are funded at $39 million, continuing Michigan’s
commitment of over $127.2 million during the last three years. These funds support
additional child protective services staff, contract monitoring staff, a federally required
children’s services automation system, and benefit extensions to age 20.

- Foster care payments for 7,400 children in out-of-home care are supported with $174.6
million. These payments provide care and supervision until children are returned to
their parents or are adopted.

- Family preservation services to keep children safe with their families are funded with
$64.8 million.

- 28,100 adopted children receive adoption subsidies at a funding level of $230.8 million.
. To provide employment and training services for cash assistance recipients, an additional

$33 million in emergency TANF contingency funds supports the JET Plus program over
two years. These funds, with a focus on basic education, will help Family Independence

HUMAN SERVICES
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Program recipients become job ready and will help Michigan meet federal work
participation requirements.

Over 850 new staff are added to the department to provide children’s services, eligibility
functions and disability determinations.

Over 2 million 1 out of Every 5 People in Michigan Receives
people receive Food Assistance

Food Assistance,
funded with $3.6 2,200,000

billion in federal 2,000,000 -
funds. The 1,800,000 -
Food Assistance 1,600,000 -
caseload has 1,400,000 - .
more than 1,200,000 - |

doubled since 1,000,000 - |—| l—] H ..
800,000 1 = T I - | —

2004.

2004 2005 2006 2007 2008 2009 2010 2011

Other Highlights of the Governor’s Budget

Income Assistance Programs

The Family Independence Program is funded at $441 million, providing financial support
for 85,000 families.

Safe, quality child day care for 33,000 low-income families is funded at $223 million.

The State Disability Assistance program for 10,725 disabled adults is supported with
$37.3 million.

Over $143.9 million in federal and state restricted funds are allocated to support the
home heating credit, energy-related crisis payments and weatherization for low-income
home owners.

Juvenile Justice Services

$269.7 million is allocated for Juvenile Justice Services, including $226.9 million in Child
Care Fund reimbursements to local units of government. These services provide treatment,
residential placement and community support services for delinquent youth. The Child
Care Fund also supports children in foster care.

Child Support

To help Michigan children obtain financial support from absent parents, over $212 million
is provided for the child support program.

HUMAN SERVICES
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Fiscal Year 2011 Governor's Recommendation
Department of Human Services
($ in Thousands)
FY10 FY11
Current Law Recommendation
GF/GP $852,297.6 $959,205.3
All Funds $5,916,921.0 $7,004,335.7
% Change - GF/GP 12.5%
% Change - All Funds 18.4%
Programs GFIGP All Funds
Food Assistance Program $0.0 $3,593,129.1
Income Assistance:
Family independence Program $80,871.0 $441,112.5
Child Day Care Services $44,843.4 $225609.2
Low Income Energy and Weatherization Assistance $0.0 $143,851.6
88l State Supplementation $61,864.8 $61,864.8
State Emergency Relief $23,753.2 $40,631.9
State Disability Assistance $24,172.5 $37,311.8
Refugee Assistance $0.0 $24,258.2
Children's Services:
Juvenile Justice Services $123,626.7 $269,694.2
Adoption Subsidies $68,948.3 $230,783.7
Foster Care Payments $70,996.3 $174,581.8
Other Children’s Services $19,283.7 $66,612.0
Family Preservation Services $1,044.2 $64,843.3
Domestic Violence and Rape Prevention Services $690.0 $20,171.2
Adoption Services $11,856.9 $19,825.6
Field Staff and Administration:
Local Office Staff Operations $192,739.8 $534,243.6
Information Technology $39,010.1 $142,354.1
Central Administration and Support $165,355.9 $463,403.9
Other Services:
Child Support Enforcement $12,807.9 $212,062.7
Disability Determination Services $2,879.6 $111,614.2
Individual and Family Services $9,791.2 $37,485.0
Employment and Training Support Services $0.0 $35,583.7
Community Services Block Grant $0.0 $27,977.9
Licensing and Regulation $4,669.8 $25,329.7
Total FY 2011 Recommendation $959,205.3 $7,004,335.7
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Judiciary

The Michigan Constitution vests the judicial power of the state exclusively in a court system
composed of the Supreme Court, the Court of Appeals, the Circuit Court (which is the trial
court of general jurisdiction, including the Family Court division), the Probate Court, and courts
of limited jurisdiction such as the Court of Claims, District Court and municipal courts. The
statewide court system is administered by the Supreme Court Justices through the State Court
Administrative Office. The Governor’s proposed budget for fiscal year 2011 recommends total funding of
$258.8 million, of which $152.7 million is general fund.

One-Third of Budget Supports
Local Trial Court Operations

Trial Court Operations &
_— Other Local Programs
33%

Justices' & Judges'
Compensation
37%

Indigent Defense & Judicial Branch
Judicial Agencies — Operations

6% 24%

Total: 258.8 million
Highlights of Governor’s Budget Recommendation for the Judiciary

. The Governor recommends $95.3 million for judicial salaries.
. Local trial courts are supported with $81.6 million.
. The Executive Budget provides $18.5 million for the Court of Appeals.

. The State Appellate Defender Office (SADO), the Michigan Appellate Assigned Counsel
System, and local legal aid agencies are funded with $15 million to provide indigent legal
assistance. In addition, the Governor is recommending a fiscal year 2010 supplemental to
recognize $250,000 in federal revenue for two SADO pilot projects.

. Specialized drug treatment courts receive $5.1 million to continue providing alternatives
to incarceration for offenders with drug and alcohol problems. The Governor’s
recommendation also includes a one-time fiscal year 2010 supplemental which provides
$200,000 in additional federal Edward Byrne Justice Assistance Grant support for drug
treatment courts.

JUDICIARY
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Fiscal Year 2011 Governor's Recommendation

Judiciary
($ in Thousands)
FY10 FY11

Current Law Recommendation

GFIGP $153,132.8 $152,731.1

All Funds $258,762.3 $258,823.8
% Change - GF/GP -0.3%
% Change - All Funds 0.0%

Programs GFIGP All Funds

Justices' and Judges' Compensation $88,199.8 $95,290.0
Trial Courts and Other Local Programs $12,482.6 $81,562.2
Judicial Branch Operations $45,238.0 $61,846.8
Indigent Defense and Judicial Agencies $6,228.1 $15,021.7
Drug Treatment Courts $582.6 $5,103.1
Total FY 2011 Recommendation $152,731.1 $258,823.8
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Department of Military and Veterans Affairs

he Department of Military and Veterans Affairs has dual missions: services to veterans

and military preparedness. The department protects the lives and property of Michigan
residents during times of natural disaster or civil unrest. The department also assists the federal
government in defending sovereign interests of the United States. There are approximately 11,800
members of the Michigan National Guard; 987 are currently on active duty and mobilized to serve
in the Iraqi Freedom campaign and in other parts of the world, with an additional 875 scheduled
to be deployed during 2010. The Governor’s proposed budget for fiscal year 2011 recommends total
funding of $151 million, of which $37 million is general fund.

Over 50% of Funding Supports Veterans' Services

Grand Rapids Veterans'

D. J. Jacobetti Veterans'

S Home 11%
Veterans' Trust Fund 3%
o Veterans Service
Michigan Youth

B Organizations 2%
ChalleNGe Program 3% 9 °

——____Maintenance at Military
Facilities 10%

Military Preparedness

Total: $151 million
36%

Highlights of Governor’s Budget Recommendation for the DMV A

. The fiscal year 2011 Executive Recommendation provides $69.6 million in funding support
for the Grand Rapids and D. J. Jacobetti Veterans’ Homes, which provide direct nursing
care for 900 resident veterans.

. The budget includes $53.7 million in funding for military preparedness, representing the
Michigan National Guard’s traditional mission of state and national defense and homeland
security. Additionally, $15 million is available for special maintenance projects at federal
military facilities in Michigan.

. The needs of veterans and their families are served through $5 million from the Michigan
Veterans’ Trust Fund. In addition, Veterans Service Organizations will continue to receive
$3 million in state-funded grants to counsel veterans and assist them in receiving benefits.

. The Michigan Youth ChalleNGe Academy, a program for high school dropouts and at-risk
youth, will receive $4.1 million in state and federal support.

MILITARY AND VETERANS AFFAIRS
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Fiscal Year 2011 Governor's Recommendation
Department of Military and Veterans Affairs

($ in Thousands)

FY10 FY11
Current Law |Recommendation
GF/GP $36,425.5 $36,951.1
All Funds $146,149.8 $151,045.4
% Change - GF/GP 1.4%
% Change - All Funds 3.3%
Programs GF/GP All Funds
Military Preparedness $13,3154 $53,696.1
Grand Rapids Veterans' Home $15,641.9 $52,637.3
D. J. Jacobetti Veterans' Home $4,964.2 $16,993.0
Maintenance at Military Facilities $0.0 $15,500.0
Veterans' Trust Fund $0.0 $5,049.3
Michigan Youth ChalleNGe Program $0.0 $4,140.1
Veterans Service Organizations $3,029.6 $3,029.6
Total FY 2011 Recommendation $36,951.1 $151,045.4
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F

Department of Natural Resources and Environment

unding for the Department of Natural Resources and Environment (DNRE) supports
programs to restore and enhance Michigan’s environment and preserve our natural resources.

The Governor’s proposed budget for fiscal year 2011 recommends total funding of $720.7 million,
of which $42.1 million is general fund.

Highlights of Governor’s Budget Recommendation for DNRE

The fiscal year

2011 Executive Streamlined Structure of the New

Recommendation Department of Natural Resources and Environment

reflects the Governor’s

efforts to streamline i

state government Stev:zzzsmp‘\\ /Resource1hg;nagement
through the creation

of the Department of Capital Improvement

Natural Resources and
Environment, which

results in a preliminary agministration
savings of $356,000. 13%

o Projects
3%

——

—_Environmental Protection

Over 20 percent of the 21%

department’s budget
flows to local units of
government for grants Grants to Local
and loans for cleanup Government BE—

activities, pollution 20% Great Lakes Restoration
prevention efforts, and 9%

recreational activities. Total: $720.7 million

Almost $140 million supports resource management efforts including wildlife, fisheries
and water protection activities, and the provision of law enforcement officers who support
recreational activities, as well as the criminal investigation of environmental polluters.

The Governor is recommending over $146 million for protection of Michigan’s environment
including air quality, groundwater, and environmental cleanup and response activities.

Under the Governor’s proposal, stewardship activities including forest management, state park
maintenance, and recreational boating opportunities will receive over $100 million.

Michigan will benefit from $65 million of federal resources dedicated to restoring the Great
Lakes by combating invasive species, cleaning up pollution before it flows into the Lakes,
protecting and restoring habitat, and stopping ‘nonpoint’ pollution (farm fertilizer and oil
runoff) that compromises beaches and aquatic life.

Approximately $12 million is recommended for state and local waterways projects to enhance
boating access, and an additional $7 million is recommended for infrastructure improvements at
state parks, game and wildlife areas, as well as acquisition of deer and waterfowl habitat.

NATURAL RESOURCES & ENVIRONMENT

Fiscal Year 2011 Executive Budget B-37



Fiscal Year 2011 Governor's Recommendation

Department of Natural Resources and Environment
($ in Thousands)

FY10 FY11
Current Law* |Recommendation
GFI/GP $43,949.4 $42,104.3
All Funds $711,928.1 $720,653.9
% Change - GF/GP -4.2%
% Change - All Funds 1.2%
Programs GFI/GP All Funds
Environmental Protection $9,555.6 $146,523.7
Grants to Local Government $0.0 $145,429.6
Resource Management $14,743.7 $139,679.8
Stewardship of Land and Resources $3,739.7 $107,895.1
Administration $14,065.3 $97,147 1
Great Lakes Restoration $0.0 $65,000.0
Capital Improvement Projects $0.0 $18,978.6 |
* Adjusted for program transfers
Total FY 2011 Recommendation $42,104.3 ‘$720,653.9 ,
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Revenue Sharing

Michigan's revenue sharing program provides unrestricted financial support to local units of
government, allowing communities to determine how best to fund local services. There are
two ways that local units share in a portion of state sales tax revenue: a constitutionally-dedicated
portion is distributed to cities, villages, and townships based on a community’s population; an
additional portion of state sales tax revenue is earmarked in state law to provide revenue sharing
payments that are subject to annual appropriation. Funding for fiscal year 2011 is recommended at

$1 billion, which includes $603 million for constitutionally-required revenue sharing payments and $429.1
million for statutory revenue sharing payments to cities, villages, townships and counties.

Nearly 60% of Revenue Sharing
Payments are Constitutionally-Dedicated

Constitutional $603.0 $429.1 Statutory
Revenue Sharing HIF s Revenue Sharing
580 million million 42%
Total: $1 billion
Highlights of Governor’s Budget Recommendation for Revenue Sharing
. Opverall revenue sharing payments are maintained at a level equal to fiscal year 2010
spending for cities, villages, and townships.
. State revenue sharing payments of $114.7 million are recommended for counties that

exhaust their revenue sharing reserve funds prior to, or during, fiscal year 2011. Phasing-in
the early collection of winter property tax payments created a reserve fund for each county
in fiscal year 2005, allowing the state to suspend revenue sharing payments until a county’s
fund is depleted. An estimated 38 counties will qualify for resumed state revenue sharing
payments in fiscal year 2011.

REVENUE SHARING
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School Aid

Michigan’s K-12 public education system was recently transformed with landmark state
legislation that not only allows the state to compete for over $500 million in federal Race To
The Top funds, but also enacts comprehensive reforms to improve the educational system

in Michigan.

With this budget, the P Wore Than $1 Bilion Sinee 2008

Governor is proposing $11,6000 $71513.0

reforms of the state tax $11,400.0 -
and pension systems

in order to address the
structural imbalance
that exists in the current
school finance system.

$11,200.0 4

$10,922.2

$11,000.0

$10,800.0 -

$10,600.0 A

Schoot Aid Fund Revenues (In millions)

$10,458.1 $10,480.5

The Governor’s proposed $10,400.0 -
budget for fiscal year $10,200.0 -
2011 recommends total

, o $10,000.0 -
funding of $12.9 billion,

Y $9,800.0 -+ : : ‘

$110 billion OfSt‘.zte.fundS’ FY 2008 FY 2009 FY 2010 FY 2011
and nearly $1.9 billion of Fiscal Year
federal funds.

Highlights of the Governor’s Public School Reform Initiatives

. Estimated state revenues available in fiscal year 2011 cannot support the estimated costs of
existing programs. Therefore, the Governor is proposing tax restructuring reforms that will
generate an additional $554.3 million in funding, which will prevent further reductions to
the school aid budget in fiscal year 2011.

. The Governor is also proposing reforms to the public school employee pension system that
are estimated to save school districts $660 million statewide in fiscal year 2011 and nearly $6
billion over the next 10 years.

. The Governor's fiscal year 2011 budget further promotes the consolidation of school
business services, such as accounting, purchasing, and technology services, to ensure public
tax dollars are spent wisely and effectively.

Other Highlights of the Governor’s Budget Recommendation for School Aid
. This budget funds existing programs at current estimated costs.

. The fiscal year 2011 budget protects over $100 million for Great Start Readiness Programs,
which will provide over 28,000 children with preschool opportunities.

. The Executive Budget also recommends that over $150 million be carried forward from
fiscal year 2011 into fiscal year 2012 to mitigate the loss of federal recovery funds.
SCHOOL AID
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Fiscal Year 2011 Governor's Recommendation

School Aid
($ in Thousands)
FY10 FY11

Current Law* | Recommendation

GF/GP $30,206.2 $30,206.2

All Funds $12,826,346.0 $12,863,312.0
% Change - GF/GP 0.0%
% Change - All Funds 0.3%

Programs GF/GP All Funds
Foundation Allowance Payments $7,677.6 $9,301,881.6
Special Education Funding $0.0 $1,520,383.0
At Risk Children Services $0.0 $852,761.4
School Food Programs $0.0 $434,626.1
No Child Left Behind and Other Federal Funding $0.0 $259,267.4
Statutorily Required Payments/Reimbursements $9,200.0 $168,034.0-
Great Start Preschool Programs $7,875.0 $106,975.0
Intermediate School District Operations $0.0 $65,376.8
Vocational Education $0.0 $35,611.3
State Assessments $0.0 $34,944 4
Adult Education $0.0 $22,000.0
Declining Enrollment Assistance Funding $0.0 $20,000.0
Center for Educational Performance and Information $3,656.1 $10,926.1
Court Placed and Juvenile Programs $0.0 $10,179.4
Math and Science Programs $110.0 $8,779.4
Michigan Virtual High School $1,687.5 $4,387.5
Bilingual Education $0.0 $2,800.0
School Transportation Safety Programs $0.0 $2,078.6
Health/Science Middle College $0.0 $2,000.0
Crisis Intervention Program $0.0 $300.0
*Adjusted for program transfers

Total FY 2011 Recommendation $30,206.2 $12,863,312.0
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Department of State Police

he Michigan State Police (MSP) delivers law enforcement services throughout the state. The
Governor’s proposed budget for fiscal year 2011 recommends total funding of $533.7 million, of which

$258.9 million is general fund.

Highlights of Governor’s Budget Recommendation for MSP

The Executive State Police Provides Statewide Law Enforcement Services
Recommendation 4 _

includes over $189.2 Forensic ;‘a/b Services

million for state

troopers to provide law Investigative Services

i 9%
enforcement services 0

in criminal and traffic-
related situations

Troopers and Motor
— Carrier Officers
41%

Homeland Security

throughout the state. and Emergency
3 . 0 . Management
Funding is maintained 129

for troopers recalled
from layoff during fiscal

year 2010; there are
no additional trooper Criminal Justice
« . . . J
layoffs anticipated. Cormmunity Services Total: $533.7 million

The Executive Budget includes $36.9 million for forensic science services at crime
laboratories around the state. In addition, the Governor is recommending a fiscal year 2010
supplemental of $2.5 million in order to reduce forensic case backlogs which have grown
since the closure of the Detroit Crime Laboratory.

The Governor’s Recommendation provides over $27.2 million for commercial motor vehicle
enforcement, including weigh station operations, road patrol, investigations of commercial
motor vehicles and safety-related programs.

The Michigan Public Safety Communications System maintains full funding of $13.1
million for statewide two-way radio communications for public safety agencies during
emergencies or disasters.

The Executive Budget recommends $62 million for homeland security efforts.

The Executive Recommendation provides over $34.7 million in grants to local law
enforcement agencies for auto theft prevention, secondary road patrols, and training for
law enforcement officers.

Fee increases are proposed for the processing of fingerprints, with the new revenue to be

used to offset general fund costs associated with latent print scientists, and for criminal
record checks, with the revenue to be used for the Law Enforcement Information Network.

STATE POLICE
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($ in Thousands)

Fiscal Year 2011 Governor's Recommendation
Department of State Police

FY10 FY11
Current Law* |Recommendation
GF/GP $267,259.2 $258,930.5
All Funds $535,801.6 $533,690.5
% Change - GF/GP -3.1%
% Change - All Funds -0.4%
Programs GFI/GP All Funds
Troopers and Motor Carrier Officers $140,391.3 $216,419.2
Criminal Justice Community Services $68,595.0 $167,937.2
Homeland Security and Emergency Management $2,606.8 $62,196.9
Investigative Services $33,636.4 $50,238.5
Forensic Lab Services $13,701.0 $36,898.7
*Adjusted for program transfers
Total FY 2011 Recommendation $258,930.5 $533,690.5

STATE POLICE
B-44

Michigan’s Path Forward



Department of Transportation

Despite declining state restricted revenues and an inability to match all available federal aid,
the Department of Transportation (MDOT) continues to make investments in the State’s
network of roads and bridges, public transportation systems, freight development, and aviation
programs to the extent existing revenues allow. The Governor’s proposed budget for fiscal year 2011
recommends total funding of $2.7 billion, supported entirely with federal and state restricted revenues.

Significant Federal Aid Losses Looming Due to Insufficient State
Transportation Revenues

2010 2011 2012 2013 2014
$0 T T T T 1
Federal Aid
(360) 1 Lost I E— =
($160) -
jgj ($260) -
E
($360) : |
($475M)
Federal Aid ($503M)
$460 Lost Federal Aid a
(3450 = Lost le:\}m ($554M)
Federal Aid
($560) - e o

The potential loss of federal aid over the next four years is $2.1 billion without
additional state restricted revenues to provide the required match.

Highlights of Governor’s Budget Recommendation for MDOT

C Governor Granholm remains supportive of the Transportation Funding Task Force and its
recommendations for long-term financing alternatives. However, lack of legislative action
on the Task Force proposals will significantly affect the transportation budget for fiscal
year 2011.

O The department is reducing operational expenses by $20 million in order to redirect those
funds to road construction, thus earning $100 million in federal funds that they would
otherwise not be able to match. However, even with this action, Michigan will be unable to
match $475 million in available federal aid due to inadequate state transportation revenues.

= This budget recommendation supports $1.9 billion for state and local road and bridge
construction and maintenance projects; $295 million for public transportation, rail freight,
and marine programs; as well as $1 million for the planned light railway project on
Woodward Avenue in Detroit.

TRANSPORTATION
Fiscal Year 2011 Executive Budget B-45



Fiscal Year 2011 Governor's Recommendation
Department of Transportation
($ in Thousands)
FY10 FY11

Current Law Recommendation

GF/GP $0.0 $0.0

All Funds $3,259,638.0 $2,760,929.3

% Change - GF/GP 0.0%

% Change - All Funds -15.3%

Programs GF/GP All Funds

Local Road & Bridge Construction and Maintenance $0.0 $1,218,523.0

State Road & Bridge Construction and Maintenance $0.0 $739,893.9

Public Transportation & Freight Services $0.0 $296,108.5

Debt Service Obligations $0.0 $246,813.0

Building and Airport Capital Improvement Projects $0.0 $138,766.2

Administrative Support Services $0.0 $120,824.7
Total FY 2011 Recommendation $0.0 $2,760,929.3 Eil
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Fiscal Year 2011

Sources and Uses of General Fund/General Purpose

(in millions)

Estimated Beginning Fund Balance, October 1, 2010

REVENUES:
Estimated January Consensus Net Revenues

Proposed Adjustments:

Revenue Sharing Reductions

Charge School Aid Fund for Short-term Borrowing
2009 PA 106

Tax Credits

Tax Enforcement

Total Sources of Funds

EXPENDITURES:

Fiscal Year 2011 Executive Recommendation

Total Uses of Funds

Ending Fund Balance, September 30, 2011

Fiscal Year 2011 Executive Budget

$33.1

$6,968.4

$ 427.3
$ 450
$ 388.9
$ (3.0)
$ 150

$7,874.7

$7.,870.1

$7,870.1

$4.6

REVENUES AND EXPENDITURES
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Fiscal Year 2011

Sources and Uses of All Funds

{in millions)

Estimated Beginning Unreserved Fund Balance, October 1, 2010

REVENUES:
Fiscal Year 2011 Revenue Estimate

Adjustments Included in Revenue Estimate:
Revenue Sharing Reductions
2009 PA 106
Tax Credits
Tax Enforcement
Tax Restructuring Reform
Lottery Reforms

TOTAL REVENUES

Total Sources of Funds

EXPENDITURES:

Fiscal Year 2011 Executive Recommendation
Less: Interdepartmental Grants and Transfers

Total Uses of Funds

Excess of Sources Over Uses

REVENUES AND EXPENDITURES
C-2

$427.3
$388.9
(33.0)
$17.3
$554.3
$5.0

$680.7

$46,352.7

$46,352.7

$47,033.4

$47,099.2
(759.6)

$46,339.6

$693.9
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Consensus Economic OQutlook

The economic and revenue outlooks were agreed to at the January 11, 2010, Consensus Revenue
Estimating Conference by the Administration, House Fiscal Agency, and Senate Fiscal Agency.

2009 U.S. Economic Review

With the recession that began in late 2007 continuing into 2009, calendar year real gross domestic
product (GDP) fell an estimated 2.6 percent in 2009 -- its largest calendar year decline since 1946.
Real GDP fell sharply in 2009Q1 (-6.4 percent annual rate) before declining slightly in the second
quarter (-0.7 percent annual rate). Real GDP rose modestly in 2009Q3 and is estimated to have
increased in the fourth quarter as well. While the National Bureau of Economic Research, which
dates recessions, has not yet determined that the recession has ended, most economists believe that
the U.S. economy emerged from recession in the third quarter.

Calendar year 2009 U.S. wage and salary employment fell a record 3.7 percent based on history
dating back to 1940. Employment declined each month in 2009 with the exception of a slight
November increase. However, declines lessened over the course of the year. While 2009Q1
employment fell by almost 700,000 jobs per month, employment drops in 2009Q4 averaged fewer
than 100,000 jobs per month.

In calendar year (CY) 2009, the U.S. unemployment rate rose to 9.3 percent — its highest CY rate
since 1983. The monthly unemployment rate rose over much of 2009 with the rate rising to 10.1
percent in October and falling only slightly to 10.0 percent for both November and December.

The housing market remained weak throughout 2009. Housing starts which had fallen sharply to a
record low in 2008, plummeted an estimated 35.6 percent to a new record low in 2009 (estimated
580,000 units). 2009 starts stand in sharp contrast to the 2.1 million units pace in 2005 and even
the 1.8 million and 1.4 million unit pace in 2006 and 2007, respectively. The share of homeowners
either delinquent or in foreclosure rose to a record 14.1 percent by 2009Q3.

In CY 2009, light vehicle sales fell 22.0 percent to their lowest level (10.3 million units) since
1970. With the vehicle market remaining weak, both General Motors and Chrysler fell into
bankruptcy in mid-2009. Fortunately, both emerged from bankruptcy rapidly. In the process, Fiat
took partial ownership and management control of Chrysler. In addition, the U.S. federal
government took majority (60 percent) ownership of General Motors.

In 2009Q1, vehicle sales fell to a 9.5 million unit rate -- their lowest quarterly rate since 1981.
Sales rose only slightly in the second quarter. Buoyed by the federal Cash for Clunkers program (a
temporary light vehicle sales credit), 2009Q3 vehicle sales rose to an 11.5 million unit rate before
falling to a 10.8 million unit rate in 2009Q4.

In 2009, financial markets, which had nearly collapsed in late 2008, improved significantly. The
Fed’s continued substantial support of the financial system was central to this improvement.

CONSENSUS ECONOMIC OUTLOOK
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Throughout 2009, the Fed left its key lending rate at essentially zero. Excess bank reserves, which
the Fed had increased from $2.0 billion in August 2008 to nearly $800.0 billion in December 2008
rose above $1.0 trillion by December 2009. The Fed also continued and, in some cases, broadened
the reach of numerous programs designed to stabilize various sectors of the financial system.
Notably, the Fed expanded its purchase of asset-backed securities to include mortgage-backed
securities. By the end of the year, seeing significant improvements in financial markets, the Fed
began unwinding many of these programs — most of which the Fed plans to end by early 2010.

The U.S. government also enacted a sizeable stimulus program in early 2009. In addition, the
federal government implemented several other programs including a temporary home buyer credit,
a program aimed at reducing mortgage defaults and Cash for Clunkers.

After having risen to a record high price ($133.93 per barrel) in mid-2008, oil prices fell to $41.02

in December 2008. While trending upward through most of 2009, oil prices remained significantly
below their 2008 peak levels, averaging around $75 a barrel in late 2009.

2009 Michigan Economic Review

Sharply declining vehicle sales, combined with continuing declines in Big 3 market share and
rationalization among vehicle suppliers, sharply accelerated Michigan’s economic losses in 2009.
Calendar year 2009 Michigan wage and salary employment dropped an estimated 6.8 percent -- its
steepest decline since 1958.

Between Michigan’s employment peak in June 2000 and December 2009, Michigan lost over
850,000 jobs. Job losses in 2009 accounted for nearly one-fourth of the jobs lost over the past nine
and half years. In 2009, Michigan’s unemployment rate rose from 8.4 percent to an estimated 14.1
percent, its highest rate since 1983.

In 2009, Michigan wages and salaries fell an estimated 7.9 percent — by far the steepest decline in
history dating back to 1970. Overall personal income fell an estimated 2.7 percent -- Michigan’s
first income decline in over 50 years. With -0.6 percent inflation, real (inflation adjusted) personal
income fell an estimated 2.1 percent.

2010 and 2011 U.S. Consensus Economic Outlook

In 2010, real GDP is forecast to rise by 2.2 percent before accelerating slightly to 2.7 percent
growth in 2011. (See Table 1). Light vehicle sales are forecast to increase to 11.2 million units in
2010 and 12.5 million units in 2011 -- still markedly lower than the 16.1 million units sold in 2007.

The 2010 U.S. unemployment rate is projected to rise to 10.2 percent — the first time that the CY
national unemployment rate has risen to double-digits since at least 1948. In 2011, the
unemployment rate is forecast to fall slightly to 9.7 percent.

CONSENSUS ECONOMIC OUTLOOK
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After recording their first CY decline since 1955, consumer prices are expected to rise 2.7 percent
in 2010 and 2.3 percent in 2011.

2010 and 2011 Michigan Consensus Economic Qutlook

As the U.S. economy recovers and light vehicle sales rise, Michigan wage and salary employment
declines are projected to slow markedly from 2009°s sharp drop. In 2010, forecasted Michigan
employment falls 2.2 percent followed by a 0.9 percent decline in 2011. 2011 would mark the
eleventh straight annual Michigan employment decline with projected employment at its lowest
level in 24 years.

In 2010, Michigan’s unemployment rate is expected to rise from 14.1 percent to 15.7 percent — a
record high in history dating back to 1976. The rate is then forecast to decline slightly in 2011 to
15.3 percent.

After declining in 2009, Michigan personal income is expected to rise 1.0 percent in 2010 and 1.7
percent in 2011. Inflation is forecast to be 2.4 percent in 2010 and 1.9 percent in 2011. As a result,
real Michigan personal income is expected to decline 1.4 percent in 2010 and then fall 0.2 percent
in 2011.

Forecast Risks

The baseline forecast assumes that financial markets will stabilize soon and remain stable even as
the Federal Reserve ends many of its current support programs. The fragility of the financial
system poses a substantial downward risk to the baseline forecast. At the same time, the forecast
assumes no new substantial fiscal package. If a package were enacted, the outlook would be
strengthened.

A stronger (weaker) housing market would boost (weaken) the overall economy. Conversely, a
substantially worsening non-residential construction market poses a significant risk.

Given the continued weakness in vehicle sales markets, the failure (or substantial worsening) of
one or more of the Big Three constitutes a significant downside risk to the national forecast, but
especially to the Michigan economic forecast. Along similar lines, continued financial pressures
upon auto suppliers pose a significant risk to both the U.S. and Michigan economic outlooks.

Higher oil prices (and consequently higher gasoline prices) would retard domestic growth by
depressing consumer sentiment, reducing households’ disposable income and increasing input costs
to businesses. Higher oil prices may also lead the Federal Reserve to hike rates, which would also
retard economic growth.

Geopolitical factors (such as a domestic terrorist attack) remain a downside risk to the baseline
forecast.

CONSENSUS ECONOMIC OUTLOOK
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Table 1
Consensus Economic Forecast

January 2010
Percent Percent Percent
Calendar Calendar Change Calendar  Change Calendar  Change
2008 2009 from Prior 2010 from Prior 2011 from Prior
Actual Forecast Year Forecast Year Forecast Year
United States
Real Gross Domestic Product $13,312 $12,966 2.6%  $13,251 2.2%  $13,609 2.7%
(Billions of Chained 2005 Dollars)
Implicit Price Deflator GDP 108.5 110.0 12% 1110 09% 1128 1.6%
(2005 = 100)
Consumer Price Index 2153 214.7 -0.3% 220.5 2.7% 225.6 2.3%
(1982-84 = 100)
Consumer Price Index - Fiscal Year 214.5 213.8 -0.3% 219.1 2.5% 224.1 2.3%
(1982-84 = 100)
Personal Consumption Deflator 121.6 122.0 0.2% 1244 2.0% 126.5 1.7%
(2000 = 100)
3-month Treasury Bills 1.4 02 0.2 0.9
Interest Rate (percent)
Aaa Corporate Bonds 5.6 53 5.0 49
Interest Rate (percent)
Unemployment Rate - Civilian 5.8 9.3 10.2 9.7
(percent)
Housing Starts 0.901 0.580 -35.6% 0.710 22.4% 1.100 54.9%
(millions of starts)
Light Vehicle Sales 13.2 103 -22.0% 11.2 8.7% 12.5 11.6%
(millions of units)
Passenger Car Sales 6.8 5.4 -20.6% 5.8 7.4% 6.6 13.8%
(millions of units)
Light Truck Sales 6.4 49 -23.4% 54 10.2% 5.9 9.3%
(millions of units)
Import Share of Light Vehicles 254 26.7 25.5 26.0
(percent)
Michigan

Wage and Salary Employment 4,159 3,876 -6.8% 3,791 -2.2% 3,757 -0.9%
(thousands)
Unemployment Rate 8.4 14.1 15.7 153
(percent)
Personal Income $349,612  $340,173 -2.7% $343,575 1.0% $349,416 1.7%
(millions of dollars)
Real Personal Income $170,752  $167,145 -2.1% $164,863 -1.4% $164,508 -0.2%
(millions of 1982-84 dollars)
Wages and Salaries $187,914  $173,069 -7.9% $171,338 -1.0% $172,366 0.6%
(millions of dollars)
Detroit Consumer Price Index 204.7 203.5 -0.6% 208.4 2.4% 2124 1.9%
(1982-84 = 100)
Detroit CPI Fiscal Year 204.6 202.8 -0.9% 207.5 2.3% 2114 1.9%

(1982-84 = 100)

CONSENSUS ECONOMIC OUTLOOK
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Revenue Estimates
Fiscal Year 2009 Revenue

The economic recession, combined with the impact of enacted tax reductions, caused
revenues to decline significantly in FY 2009. On a consensus basis, FY 2009 General
Fund/General Purpose (GF/GP) revenue totaled $7,365.6 million, which was down
21.3%, or $1,993.1 million, from FY 2008. Including items not included in the
consensus base, GF/GP revenue totaled $8,173.4 million. School Aid Fund (SAF)
revenue fell 5.1%, or $590.7 million, in FY 2009 to $10,922.2 million on a consensus
basis. Including federal aid, transfers, and other budget measures, SAF revenue totaled
$13,132.3 million.

Fiscal Year 2010 and Fiscal Year 2011 Revenue Estimates

On January 11, 2010, the Administration and the House and Senate Fiscal Agencies
reached a consensus on projected revenues for FY 2010 and FY 2011. Agreement was
reached on baseline revenue estimates, as well as the impact of enacted tax changes. The
January 2010 consensus revenue estimates are used for the Governor’s Executive Budget.
The economic forecast and revenue estimates will be revisited at the May consensus
conference before the final budget bills are passed by the legislature.

The affects of the significant economic recession will continue to negatively impact
Michigan’s economy in FY 2010. On a consensus basis, FY 2010 GF/GP revenue will
decline an estimated 6.3% to $6,898.4 million. After factoring in proposed changes and
other budget items, FY 2010 GF/GP revenue will total $7,965.3 million. On a consensus
basis, SAF revenue is expected to decline 4.2% in FY 2010 to $10,458.1 million.
Including transfers, federal aid, and other budget measures, FY 2010 SAF revenue will
total an estimated $12,555.9 million.

The Michigan economy is expected to experience modest improvement in economic
activity in FY 2011. As aresult, FY 2011 GF/GP revenue is expected to increase 1.0% to
$6,968.4 million on a consensus basis. After factoring in proposed changes and other
budget measures, GF/GP revenue is expected to total $7,841.6 million in FY 2011.
School Aid Fund revenue, on a consensus basis, will increase an estimated 0.2% to
$10,480.5 million in FY 2011. After factoring in federal aid, transfers, other budget
measures, and the revenue from the proposed tax reform plan, SAF revenue will total
$12,936.6 million in FY 2011.

Overall FY 2011 Revenue
Total net revenue for all funds is estimated to be $47.0 billion in FY 2011. A summary

of revenues by fund is presented on page C-8. The Detailed Statement of General and
Special Revenue Funds presents information for FY 2008 through FY 2011.

REVENUE ESTIMATES
Fiscal Year 2011 Executive Budget C-7



Projected Revenues
FY 2010 - 2011

(millions)

FY 2010 - 2011

General Fund - General Purpose

Consensus Estimate 6,968.4
Total Adjustments 873.2
Total General Fund - General Purpose 7,841.6

School Aid Fund

Consensus Estimate 10,480.5
Transfers and Federal Aid 1,894 .5
Total Adjustments 561.6
Total SAF Revenue 12,936.6
Transportation Funds 3,564.2
Special Revenue & Permanent Funds 54449
Federal Aid (Not Elsewhere ltemized) 17,470.5
Sub-Total All Funds 47,257.9
Fund Balances Available 680.7
Gross Total All Resources 47,938.6
Less Interfund Transfers (excluding GF-GP) (905.2)
Net Total All Resources $ 47,033.4

Amounts may not tie to totals due to rounding

REVENUE REVIEW
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Capped Sources of Federal Funds Shared Between State Departments

CFDA FY 2011 Budget
Number Title Recommendation
10.664 Cooperative Forestry Assistance

Grantee: Natural Resources and Environment 13,561,900
Grantee: Agriculture 1,000,000

16.588 Violence Against Women Formula Grants
Grantee: Human Services 3,698,000
Subrecipient State Agency: State Police 175,000

17.503 Occupational Safety and Health-State Program
Grantee: Energy, Labor & Economic Growth 14,153,000
Subrecipient State Agency: Attorney General 100,800

20.600 State and Community Highway Safety
Grantee: State Police 8,544,500
Subrecipient State Agency: Judiciary 1,300,000
Subrecipient State Agency: Community Health 400,000

66.460 Nonpoint Source Implementation Grants
Grantee: Natural Resources and Environment 6,500,000
Subrecipient State Agency: Agriculture 255,000

84.002 Adult Education-State Program
Grantee: Energy, Labor & Economic Growth 20,000,000
Subrecipient State Agency: Corrections 903,600
Subrecipient State Agency: Human Services 50,000

84.010 Title | Grants Disadvantaged
Grantee: Education 4,970,300
Subrecipient State Agency: Education via School Aid Budget 517,479,800
Subrecipient State Agency: Technology, Management, and Budget - 833,700

via School Aid Budget

84.013 Title | Program for Neglected and Delinquent Children
Grantee: Education 10,500
Subrecipient State Agency: Corrections 529,100
Subrecipient State Agency: Human Services 274,000

84.027 Special Education-Grants to States
Grantee: Education 6,977,800
Subrecipient State Agency: Education via School Aid Budget 388,950,000
Subrecipient State Agency: Human Services 286,000
Subrecipient State Agency: Technology, Management, and Budget - 200,000

via School Aid Budget

Subrecipient State Agency: Corrections 109,300

CAFPED FEDERAL FUNDS SHARED BETWEEN DEPARTMENTS

Fiscal Year 2011 Executive Budget

C-19



Capped Sources of Federal Funds Shared Between State Departments

CFDA FY 2011 Budget
Number Title Recommendation
84.048 Vocational Education-Basic Grants to States

Grantee: Education 1,964,700

Subrecipient State Agency: Education via School Aid Budget 28,500,000

Subrecipient State Agency: Energy, Labor & Economic Growth 19,000,000

Subrecipient State Agency: Corrections 280,700

Subrecipient State Agency: Human Services 34,100

Subrecipient State Agency: Technology, Management and Budget - 24,000
via School Aid Budget

84.181 Special Ed-Grants for Infants and Families with Disabilities

Grantee: Education 573,100

Subrecipient State Agency: Education via School Aid Budget 15,000,000

Subrecipient State Agency: Human Services 186,000

Subrecipient State Agency: Technology, Management and Budget - 50,000
via School Aid Budget

84.186 Safe and Drug-Free Schools and Communities-State Grants

Grantee: Education 771,300

Subrecipient State Agency: Education via School Aid Budget 10,808,600

Subrecipient State Agency: Technology, Management, and Budget - 31,000
via School Aid Budget

84.196 Homeless Children and Youth Grants

Grantee: Education 542,700

Subrecipient State Agency: Education via School Aid Budget 1,814,100

Subrecipient State Agency: Technology, Management and Budget - 21,000
- via School Aid Budget

84.318 Education Technology Grants

Grantee: Education 990,700

Subrecipient State Agency: Education via School Aid Budget 8,461,800

Subrecipient State Agency: Technology, Management, and Budget 850,000
via School Aid Budget

84.336 Improving Teacher Quality

Grantee: Education 3,342,300

Subrecipient State Agency: Education via School Aid Budget © 111,111,900

Subrecipient State Agency: Technology, Management, and Budget - 220,000

via School Aid Budget

CAPPED FEDERAL FUNDS SHARED BETWEEN DEPARTMENTS
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Capped Sources of Federal Funds Shared Between State Departments

CFDA FY 2011 Budget

Number Title Recommendation

84.365 English Language Acquisition Grants
Grantee: Education 546,400
Subrecipient State Agency: Education via School Aid Budget 10,322,300
Subrecipient State Agency: Technology, Management, and Budget - 70,000

via School Aid Budget

84.369 State Assessments
Grantee: Education 7,239,300
Subrecipient State Agency: Education via School Aid Budget 5,063,700
Subrecipient State Agency: Technology, Management, and Budget - 400,000

via School Aid Budget

93.558 Temporary Assistance For Needy Families
Grantee: Human Services 965,843,858
Subrecipient State Agency: Energy, Labor & Economic Growth 68,580,300
Subrecipient State Agency: Community Health 19,645,500
Subrecipient State Agency: Civil Service 1,700,000

93.568 Low-Income Home Energy Assistance
Grantee: Human Services 130,212,000
Subrecipient State Agency: Treasury 2,755,900

93.991 Preventive Health and Health Services Block Grant
Grantee: Department of Community Health 3,589,800
Subrecipient State Agency: Human Services 1,168,000

CAPPED FEDERAL FUNDS SHARED BETWEEN DEPARTMENTS
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SPECIAL REVENUE FUNDS SHARED BETWEEN STATE DEPARTMENTS

Fund/Department

FY 2011 Budget
Recommendation

Bottle Deposits Fund
Natural Resources and Environment
Treasury

Comprehensive Transportation Fund
Transportation
Civil Service Commission
Attorney General
Technology, Management, and Budget
Legislative Auditor General
Treasury

Forest Development Fund
Natural Resources and Environment
Treasury

Game and Fish Protection Account
Natural Resources and Environment
Treasury
Attorney General
Technology, Management, and Budget
Legislative Auditor General

Game and Fish Protection Trust Fund
Natural Resources and Environment
Treasury

Michigan Merit Award Trust Fund
Community Health
Higher Education
Treasury
State Police
Attorney General

Michigan Natural Resources Trust Fund
Natural Resources and Environment
Treasury

Michigan Nongame Fish and Wildlife Fund
Natural Resources and Environment
Treasury

Michigan State Parks Endowment Fund
Natural Resources and Environment
Treasury

Fiscal Year 2011 Executive Budget

14,870,600
250,000

237,120,000
200,000
171,700

37,400
25,200
6,500

32,957,000
2,600

66,390,200
1,787,900
827,500
283,200
22,000

6,000,000
64,900

149,220,500
30,100,000
900,000
630,900
408,600

2,933,600
808,100

727,300
3,500

12,007,800
81,200
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SPECIAL REVENUE FUNDS SHARED BETWEEN STATE DEPARTMENTS

Fund/Department

FY 2011 Budget
Recommendation

Michigan State Waterways Account
Natural Resources and Environment
State
Treasury
Attorney General
Technology, Management, and Budget
Legislative Auditor General

Michigan Transportation Fund
Transportation
State
Treasury
Natural Resources and Environment
Legislative Auditor General

Off-Road Vehicle Account
Natural Resources and Environment
State

Snowmobile Account
Natural Resources and Environment
State
Treasury

State Aeronautics Fund
Transportation
Attorney General
Civil Service Commission
Treasury
Technology, Management, and Budget
Legislative Auditor General

State Park Improvement Account
Natural Resources and Environment
Treasury

State Trunkline Fund
Transportation
State Police
Civil Service Commission
Attorney General
Technology, Management, and Budget
Legislative Auditor General
Treasury

SPECIAL REVENUE FUNDS SHARED BETWEEN DEPARTMENTS

28,160,100
1,354,400
231,000
108,300
73,100
7,600

943,331,000
20,000,000
8,383,600
1,132,600
204,300

5,202,800
144,800

12,579,100
366,200
2,100

16,551,900
169,500
150,000

76,100
32,800
19,600

44,460,700
1,400

640,439,500
10,203,200
5,697,000
2,867,300
1,218,600
474,600
142,200
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STATE OF MICHIGAN

JENNIFER M. GRANHOLM OFFICE OF THE GOVERNOR JOHN D. CHERRY, JR.
GOVERNOR LANSING LT. GOVERNOR

February 11, 2010

Ladies and Gentlemen of the Legislature and Citizens of the State of Michigan:

Article X1, Section 5, of the Michigan Constitution of 1963, provides that increases in
rates of compensation for employees in the state classified service, authorized by the Civil
Service Commission, require prior notice to the Governor. The Constitution also requires that I,
as Governor, transmit such increases to the Legislature as part of my budget.

On December 19, 2007, the Civil Service Commission approved multi-year collective
bargaining agreements with five state employee unions representing nine bargaining units for
Fiscal Years 2009, 2010 and 2011. The Michigan Court of Appeals has indicated that
notwithstanding the Commission's broad constitutional authority, the Commission cannot modify
a previously ratified and unexpired contract. Fiscal Year 2011 pay adjustments contained in all of
these agreements are reflected in this transmittal.

The Michigan State Police Enlisted unit is currently in the process of negotiations, thus, it
is not included in this correspondence. The Civil Service Commission did not approve any pay
adjustment for non-exclusively represented state classified employees.

Attached is a cost summary of all the Civil Service Commission’s pay actions for Fiscal
Year 2011 prepared by the Office of the State Employer. The cost of this adjustment for Fiscal
Year 2011 is estimated to be $77.3 million including the state’s share of the Federal Insurance

Contnbution Act (FICA) and retirement contributions.

Sincerely,

Jennifer M. Granholm
Governor

Attachment

GEORGE W. ROMNEY BUILDING » 111 SOUTH CAPITOL AVENUE « | ANSING, MICHIGAN 48909
www.michigan.gov
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Fiscal Year 2011 Executive Budget






LEGISLATION NEEDED TO IMPLEMENT FISCAL YEAR 2011

BUDGET RECOMMENDATION

Environmental Assurance Program

MICHIGAN
COMPILED LAW
DEPARTMENT PURPOSE (MCL) BEING
AMENDED
Agriculture Dairy Fees MCL 288.501;
MCL 288.503; and
MCL 288.670
Animal Control Officers MCL 287.261 et seq.;
and Shelters; Repeal of Pet Shop and
Language MCL 287.331 et seq.
Michigan Agriculture MCL 324.8707

Migrant Labor Housing Licensing

MCL 333.12412; and

Fee MCL 333.12431
Community Health Homes for the Aged: Employee MCL 333.20173a
Background Checks

Adult Foster Care Facilities:
Employee Background Checks

MCL 400.734b

Commission on Services to the MCL 400.583
Aging Per Diem Payment
End Drug Immunity MCL 600.2946

Institute Physician Quality
Assurance Assessment Program

MCL 333.16302
(New Section)

Corrections

Special Alternative Incarceration
Boot Camp — Extend Sunset

MCL 791.234a(13)

Sentencing Credits and Community
Residential Program

MCL 791.220g, et seq.;
MCL 800.33, et seq.;

MCL 769.12
Council of State Governments MCL 791.408;
Recommendations MCL 791.233;

MCL 791.233e;
MCL 791.234 through

MCL 791.235
Energy, Labor and Establish State Fire Services Fund MCL 29.2¢
Economic Growth
Higher Education Establish a Michigan Promise MCL 206.1 to
Income Tax Credit MCL 206.532;
(New Section)
College Tuition and Fees Tax Credit | MCL 206.274 (Repeal)
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LEGISLATION NEEDED TO IMPLEMENT FISCAL YEAR 2011

BUDGET RECOMMENDATION

DEPARTMENT

PURPOSE

MICHIGAN
COMPILED LAW
(MCL) BEING
AMENDED

Human Services

Adoption Subsidy Program — Extend
Eligibility to Age 20

MCL 400.115j

Subsidized Guardianship Program — MCL 722.876;
Extend Eligibility to Age 20 MCL 712A.19a; and
MCL 712A.19c¢
Foster Care Program — Extend MCL 400.18c;
Eligibility to Age 20 MCL 400.203;
MCL 722.111;
MCL 722.115; and
MCL 712A.2a

Natural Resources
and Environment

Refined Petroleum Fund —
Extend Sunset

MCL 324.21550

Expedited Fee — Extend Sunset and
Expand Statewide

MCL 324.4112;
MCL 324.4113; and
MCL 235.1004a

School Aid

Michigan Public School Employees
Retirement System Reforms

MCL 38.1301 through
MCL 38.1408

State Police

Transfer Officer’s Survivor Tuition
Program to Higher Education

MCL 390.1242

Expand Uses of Secondary Road MCL 257.629¢
Patrol Fund
Increase Fingerprint Fee and MCL 28.273

ICHAT Name-based Criminal
Record Check Fee — Remove Sunset

School Bus Inspection Program

MCL 257.715a;
MCL 257.1839; and
MCL 257.1843

Statewide Michigan State Employees’ MCL 38.1 et seq.
Retirement System Reforms
Transportation Expand Uses of Transportation MCL 247.901;
Economic Development Fund MCL 247.911
LEGISLATION NEEDED
C-36 Michigan’s Path Forward




LEGISLATION NEEDED TO IMPLEMENT FISCAL YEAR 2011

BUDGET RECOMMENDATION

MICHIGAN
COMPILED LAW

DEPARTMENT PURPOSE (MCL) BEING

AMENDED
Treasury Establish a Rental Vehicle Fee to MCL 125.20 through

Support Michigan Promotion Fund MCL 125.1094

(New Section)
Bureau of State Lottery Reforms MCL 432.33(1)(2); and
MCL 432.12(2)
Angel Investors Venture Capital Tax MCL 206.1 through

Credit MCL 206.532

(New Section)

Michigan Business Tax Gross MCL 208.1203

Receipts Rate Reduction
Michigan Business Tax Surcharge MCL 208.1281
Reduction

General Sales Tax Act — Sales Tax MCL 205.51;
on Services MCL 205.52;

MCL 205.60;

MCL 205.69;

MCL 205.73; and

MCL 205.75

General Sales Tax Act — Use Tax on MCL 205.92;
Services MCL 205.93;

MCL 205.96;

MCL 205.97,

MCL 205.101; and MCL
205.110

LEGISLATION NEEDED
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